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RECENT AND CONTEMPORARY THEORIES 
OF PROGRESSIVE TAXATION" 


ELMER D. FAGAN 
Stanford University 


(2d ed.) in 1908 and Suret’s Théorie de limpét progressif in 
1909, there have been numerous restatements and refine- 
ments of certain earlier arguments for progressive taxation. In 
what follows an attempt will be made to evaluate those argu- 
ments which occupy an important place in recent and contempo- 
rary literature of the subject. 
The persistent theories of progressive taxation may be classi- 
fied as follows: 


I. The sacrifice theories 
A. The equal sacrifice theory 
B. The proportional sacrifice theory 
C. The equimarginal sacrifice theory 
D. The minimum sacrifice theory 
II. The faculty theory 
III. The surplus-income theory 
IV. The social importance theory 
V. The socio-political theory 


The analysis will follow the foregoing outline, considering first the 
various doctrines that focus particular attention upon sacrifice. 


* In the preparation of this article I have profited greatly from constructive criti- 
cism by my colleagues, Professors Bernard F. Haley and Karl F. Bode. 
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I. THE SACRIFICE THEORIES 


Students of public finance have long been familiar with the 
several sacrifice theories. But, despite this fact, it is desirable at 
the outset to define clearly the various sacrifice doctrines which 
are treated in this study. 

According to the equal sacrifice theory, taxes should be so 
levied that every taxpayer would give up the same absolute 
amount (equal area) of utility as every other taxpayer; according 
to the proportional sacrifice theory, each taxpayer would sur- 
render the same proportion of the total utility of his income; ac- 
cording to the equimarginal sacrifice theory, the marginal dis- 
utility incurred by each taxpayer should be equal; and, according 
to the minimum sacrifice theory, the sum of the areas of utility 
sacrificed, both directly and indirectly, by all taxpayers “‘shall be 
as small as possible in proportion to the revenue secured.” 

Whether or not the sacrifice theories logically demand progres- 
sive taxation is a question which cannot be answered except in the 
light of their underlying assumptions.? Nowhere in fiscal litera- 
ture is there an adequately comprehensive statement of these 


assumptions. But in the writings of the more careful scholars who 
have discussed the sacrifice theories, nine postulates are either 


? Until Edgeworth had made clear the distinction between equal and propor- 
tional sacrifice, the former term had carried the meaning which is now generally 
conveyed by the latter. Seligman, in fact, in the second and latest edition of his Pro- 
gressive Taxation still employs the earlier terminology and denies the importance of 
Edgeworth’s distinction. 

In a footnote Edgeworth states: ‘‘The honor of clearly distinguishing these 
principles appears to belong to Mr. Cohen Stuart (Bijdrage tot de Theorie der Progres- 
sieve Inkomstenbelastung, ch. i, § 4.)’’ (See F. Y. Edgeworth, Papers Relating to Po- 
litical Economy (London, 1925], II, 107, 234-35; and E. R. A. Seligman, Progressive 
Taxation in Theory and Practice [2d ed.; Princeton, 1908], p. 215 n.) For an excel- 
lent statement of the equimarginal and minimum sacrifice theories see T. N. Carver, 
“The Minimum Sacrifice Theory of Taxation,’ Political Science Quarterly, XIX 
(March, 1904), 72-79. Carver uses the term “‘minimum direct sacrifice” instead of 
“‘equimarginal sacrifice.” 

3 Throughout this paper the arguments for and against progressive taxation 
have reference to the rate structure of the tax system as a whole. Therefore, to 
simplify the analysis, it is assumed that a single personal net income tax is levied on 
everyone. 
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stated explicitly or implied. Seven of these assumptions are com- 
mon to all the sacrifice doctrines. They are the following: 

. That the question of progressive taxation is relevant only to a rate of in- 
come which exceeds the minimum of subsistence 

. That the principle of diminishing marginal utility is valid for increas- 
ing rates of money income 

. That the sensibilities of the recipient of income remain constant for each 
several rate of income; in other words, there is no change in the sensibili- 
ties of the individual as the rate of his income increases 

. That the curve which shows the relationship between decreasing marginal 
utility of income and increasing rates of income also shows the relation- 
ship between increasing marginal utility of income and the decreasing 
rates of income which follow the imposition of a tax 

. That the marginal utility of income for every taxpayer is equal for each 
several rate of income; in other words, the curve of diminishing marginal 
utility of income has the same shape and position for every taxpayer 

. That the marginal utility of income is unchanged by the public expendi- 
ture of tax revenue‘ 

. That (a) the real cost of a given rate of income is equal for all taxpayers 
and (+) the domestic needs of different taxpayers are identical 


Readers to whom this article is addressed will understand, 
without demonstration, that unless these seven assumptions cor- 
respond with actual conditions none of the sacrifice theories nec- 
essarily leads logically to progressive taxation. 

The practical significance of the sacrifice theories as bases for 
progression depends, therefore, upon the degree of reality of the 
assumptions which are indispensable for their theoretical validity. 
It is to the problem of testing the reality of these seven common 
assumptions that attention will next be directed. 

1. When by assumption the question of progressive taxation is 
made relevant only to a rate of income in excess of the minimum 
of subsistence, there arises a question not of the reality of the as- 
sumption but of its reasonableness. And, in support of this latter 
quality, it is correct to argue that, for a rate of income less than a 
subsistence amount, the marginal utility is infinity; and, of 
course, it is impossible to compare areas of sacrifice when infinity 
is one of the dimensions of the areas to be compared. Less tech- 


4 All forms of nontax revenue are excluded from consideration under the sacrifice 
theories of taxation. 
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nically, it might be contended that the recipient of only a sub- 
sistence income has taxpaying ability equal to zero; and that any 
entrenchment upon his income would cost him his life—a sacrifice 
incommensurable both qualitatively and quantitatively with the 
sacrifice occasioned by tax payments from incomes above the 
subsistence level.‘ 

2. “It was not until the marginal theory was thoroughly 
worked out on its psychological side,”’ writes Sir Josiah Stamp, 
“that progressive taxation obtained a really secure basis in prin- 
ciple.” If Sir Josiah has reference to the hedonistic psychology of 
Jevons and his followers, modern psychologists easily could prove 
his statement false. Two courses have been followed by modern 
writers who have developed creditable arguments for the validity 
of the principle of diminishing marginal utility: first, “desired- 
ness” has been substituted for utility; second, the hedonism of 
Jevons has been replaced by a psychological basis which is com- 
patible with modern psychology. These arguments have been 
treated comprehensively by others, and, therefore, suffice it for 
me to state my belief in the greater significance of the latter of 
the foregoing two approaches.’ 

But it is one thing to accept the principle of diminishing 
utility as a law relating to the consumption of homogeneous com- 
modities and services and quite another to hold that it is applica- 
ble to increases in the rate of money income.* It is precisely in 

5 For further discussion of this point see J. S. Nicholson, Principles of Political 
Economy (New York and London, 1901), III, 270-71; H. W. Peck, Taxation and 
Welfare (New York, 1925), pp. 247-48; G. P. Watkins, Welfare as an Economic 
Quantity (Boston, 1915), pp. 125-30; and U. Ricci, “Modifications of the Utility 
Curve for Money,” Economica, II (new ser.), 181-85. 


6 The Fundamental Principles of Taxation (London, 1929), p. 40. 


7 Two of the ablest discussions of this question are by B. F. Haley, ‘““The Psycho- 
logical Basis of the Marginal Utility Theory of Value,”’ Proceedings of the Sixth 
Annual Meeting of the Pacific Collegiate Economic and C. cial Conference, Dec. 
28, 29, 1927 (New York, 1928), pp. 1-10; and Jacob Viner, “‘The Utility Concept in 
Value Theory and Its Critics,”” Journal of Political Economy, XXXIII, 369-87, 
638-so. 

§ Marshall makes a qualification of the principle of diminishing marginal utility 
even when its application is confined to homogeneous commodities. He writes: 
‘A small quantity of a commodity may be insufficient to meet a certain special 
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this latter capacity that the principle has been made the basis of 
progressive taxation. 

The main arguments upon which the principle of diminishing 
marginal utility of income have been based have been repeated 
and ably criticized by Sir Sydney Chapman.’ These arguments, 
three in number, are: (1) that the well-to-do man is likely to be 
more careless about his pence; (2) that the richer a man is, the 
higher is the pay needed to induce him to do more than a given 
amount of work and that this must be because money has less 
utility to him when he is rich; and (3) that the most pressing wants 
are satisfied first, and, as we become wealthier, less pressing wants 
are left to be satisfied, so that in satisfying them we get less 
utility. 

To the first, Chapman answers that the penny ceases to figure 
as a unit of account in deliberations about expending by the 
wealthy; that their time is too valuable to be spent in devising 
ways of saving pennies; that the poor man saves pounds by look- 
ing after the pence, but the rich man by looking after the pence 
would lose pounds; and that, in instituting a comparison, we must 
not take as a standard unit a sum which is disregarded in one of 
the cases compared. 

In his treatment of the second, he grants for the sake of argu- 
ment the first part of the statement but contends that the conclu- 
sion drawn does not follow: 

Greater wealth generally means that leisure has a higher value, so that 
a larger absolute sacrifice is made in undertaking extra work when a man has 
become wealthier. Moreover, in the case in which the greater wealth re- 


sults from greater earnings, the person in question will obviously be un- 
willing to under-cut himself, so to speak, by accepting work at a low rate 


want; and then there will be a more than proportionate increase of pleasure when 
the consumer gets enough of it to enable him to attain the desired end”’ (Principles of 
of Economics [7th ed.; London, 1916), p. 94 n.). 

When Jevons stated his general law that “the degree of utility varies with the 
quantity of commodity, and ultimately decreases as that quantity increases,” he 
used as an illustration not money income but food (The Theory of Political Economy 
[4th ed.; London, 1911], pp. 37-74). 

°“The Utility of Income and Progressive Taxation,” Economic Journal, 
XXIII, 31-32. 
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of remuneration; and, apart from this, he will naturally take into account 
that the time given to low-paid work might reduce his capacity to earn at 
highly paid work. 


The third, he refutes by the statement of the following hypo- 
thetical case: 

The mere fact that, when I have £200 a year, I buy six imitation Chippen- 
dale chairs, rather than a single genuine one which costs as much as the 
other six put together, proves that I prefer the six imitations to the one origi- 
nal chair when I have an income of £200 a year. But it does not prove that, 
when I have the larger income and have bought the costly chair, and com- 
pare my enjoyment of it under the new income conditions with my enjoy- 
ment of the six cheap chairs under the old conditions—that then I must 
judge the former enjoyment to have been greater than the latter. 


There are also other arguments which cast doubt upon the 
reality of the diminishing marginal utility of money income. One 
of these is the fact that money is desired not only as a means of 
securing consumable commodities and services but also as an 
agency to economic and political power and ostentatious display. 
It seems unreasonable to believe that either the desire for or the 
satisfaction derived from additional increments of any one of 
these intangibles follows a curve which is negatively inclined; or, 
for that matter, a curve typically of any particular conforma- 
tion.’° 

It is generally recognized that the principle of diminishing 
marginal utility is operative in the case of homogeneous goods. 
But it is doubtful whether money income—the means to variety 
and complementary utility in consumption—is subject to the 
principle of diminishing marginal utility." The individual’s de- 

© In the development of this point, I make no claim to originality. Earlier argu- 
ments along the same line have been presented by the following economists: 
H. C. Adams, The Science of Finance (1898; 1924 reprint), p. 348; Frank Knight, 
“Value and Price,” Encyclopaedia of the Social Sciences, XV, 219-23; Marshall, 
op. cit., p. 87 (marginal note); F. W. Taussig, Principles of Economics (3d ed.; New 
York, 1921), I, 118; Thorstein Veblen, ‘‘The Limitations of Marginal Utility,” 


Journal of Political Economy, XVII, 634-35; and Mark A. May and Leonard W. 
Doob, Competition and Cooperation (Social Science Research Council Bull. No. 25 
[April, 1937). 

™ Watkins (0p. cit.) says that “the utility of a good is complementary in so far as 
the utility is due to association with other goods in consumption.” An elaboration 
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sire for an additional unit of the same consumable good may be 
zero and, at the same time, his desire for new or different things 
may be very great. “(He wants to harmonize and round out the 
furnishings of his residence’—to own a country home, not as 
another house but as a complement to his city home.” It is con- 
ceivable that a tremendous income could be spent in rounding out 
consumption groups, without a decrease in the utility secured 
per dollar of expenditure. 

3. If sufficient evidence has not been presented to shake one’s 
faith in the reality of a principle of diminishing marginal utility of 
money income, the fact should be stressed that this alleged prin- 
ciple is based upon the assumption that there is no change in the 
sensibilities of the individual as his rate of income increases. That 
this static postulate is often contrary to the facts of life cannot be 
gainsaid by anyone with the slightest understanding of human 
nature. Chapman writes: 


It is a common experience to meet with people who have obtained a slight 
accession of income, and whose enjoyment of life has obviously been in- 
creased quite out of proportion to the accession of income. This cannot be 
explained satisfactorily if additions to income can only bring diminishing 
additions to utility." 


The conclusion that there is a change in the sensibilities of the 
individual as his rate of income increases, invalidates the alleged 
principle of diminishing marginal utility of money income as a 
description of the relationship which actually exists between the 


of this concept and its significance can be found in ibid., chaps. ii, vii, viii, ix, and xii. 
This volume is an enlightening elaboration of the thesis that “there are different 
kinds of utility and the type of variation is not the same for all.”” Complementary 
utility does not, of course, lead logically to the absence of diminishing marginal 
utility of money income. It does, however, help us to understand why it is possible 
to have an increase in the rate of money income without an accompanying decrease 
in its marginal utility. 

# Ibid., p. 85. 

*3 Chapman believes that such an increase in enjoyment is a lasting one. Unlike 
the proponents of any of the sacrifice theories, Chapman distinguishes carefully 
between the short-run utility consequences of a change in income and long-run 
utility consequences associated with different stable levels of income (op. cit., pp. 
27-31). 
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marginal utility and the rate of income. Professor J. M. Clark is 
correct when he states: 

The principle of diminishing utility holds true only apart from changes 
in the consumer himself; it is, in other words, a static principle. It does not 
go so far as to deny that the consumer may change, but it takes no active 
notice of the fact. This is always legitimate as a temporary expedient, and 
it may be legitimate as a permanent attitude, but only if the things ignored 
are things that do not concern the economist." 


4. Because an individual’s sensibilities are continually chang- 
ing, even independently of changes in the rate of his income, the 
assumption of the historical reversibility of the alleged diminish- 
ing marginal utility curve of money income is obviously unreal." 

Another factor which precludes the historical reversal of this 
curve is the alteration in relative economic and social status which 
takes place under either progressive or regressive taxation. For 
example, under progressive taxation, a taxpayer in the higher in- 
come brackets will be made to feel the effects not only of an 
absolute but also of a relative lowering of economic and social 
status."® The sacrifice incident to a relative reduction in economic 
position will not be shown, unless by accident, by an area meas- 
ured beneath the original curve of diminishing marginal utility. 
In other words, Smith’s sacrifice from a given tax payment is a 
function not only of the size of his own tax bill but also of that of 
Jones, Brown, and other of his fellow-citizens. Smith has not one 
sacrifice curve but many."? 


"4 Preface to Social Economics (New York, 1936), p. 108. 

*s An illustration of the unreality of this assumption is the condition mentioned 
by Professor Taussig, and greatly emphasized by Leopold von Wiese, that while 
the satisfaction from many of the conventional luxuries, e.g., equipages and horses 
of the Continental aristocracy or the starched linen and close-fitting clothes of the 
well to do, is chiefly negative, “their loss would be more keenly felt than their pres- 
ence is enjoyed”’ (Taussig, op. cit., p. 128; von Wiese, “‘Das Prinzip der Progression in 
der Einkommensteuer,” Festgabe fiir Georg von Schanz, II [1928], 261-72). Panta- 
leoni also makes and defends the statement that “the positive expansion of wants is, 
as a matter of fact, different from the negative expansion” (Pure Economics [Lon- 
don, 1898], p. 53). 

6 Penetrating observations concerning this point have been made by A. C. 
Pigou, A Study in Public Finance (London, 1928), pp. 111-13. 

17 The marginal utility of an individual’s income is a function not only of his own 
rate of income but also of the relative proportion of his rate of income to other per- 
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5. A belief in the identity of diminishing marginal utility curves 
would be reasonable only if the nature and nurture of all men were 
identical. “The falsity of the assumption of identical diminishing 
marginal utility curves,” a friend writes to the author, “‘is obvious 
empirically, since if all men were alike in this respect, it would be 
the one instance known of absolute identity with respect to any 
characteristic.”’ 

The fact that it is impossible to compare the satisfactions of 
different people appears to have been the reason why the pro- 
ponents of the sacrifice theories have adopted the assumption of 
identical marginal utility curves as the most reasonable (or 
least unreasonable) assumption upon which to establish the the- 
oretical validity of their arguments for progressive taxation."* A 
theory of progression whose logical validity and practical applica- 
tion depend upon so heroic an assumption as the identity of 
marginal utility curves will not be accepted by those who refuse 
to decide the case for or against progressive taxation by the bold 
and obvious practice of psychological legerdemain. 

6. The assumption that the marginal utility of income is un- 
changed by the public expenditure of tax revenue must now be 
tested for its harmony or conflict with reality. 

According to the generally accepted definition of a tax, one of 
its characteristics which distinguishes it from a fee, special assess- 
ment, or public price is the absence of special benefit to the tax- 
payer from the expenditure of tax revenue. Therefore, in the dis- 
tribution of the burden of taxation it is common practice to ex- 
clude completely any consideration of the quid pro quo relation- 
ship. But despite the wide adoption of the assumption of “‘com- 
mon benefit only” in taxation, general observation compels the 
recognition of the fact that our assumption does not square com- 
pletely with actual conditions. There is a clear recognition of this 
fact by De Viti de Marco, who shows how “the classes which are 
politically inferior or weak pay for public services which they 


sons’ rates of income. Therefore, the individual has not one marginal utility curve 
of income but a “‘family” of marginal utility curves of income. 


*8 See, for example, Carver, op. cit., p. 74. 
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would not demand of their own accord.’’*® Sir Josiah Stamp also 
observes that the pure-benefit principle is rarely absent alto- 
gether from most forms of taxation.”° 

The hypothesis which excludes the effect of public expenditures 
from the calculation of sacrifice in taxation is clearly a fiction, the 
adoption of which can be justified, if at all, only by political 
expediency. 

7. It will be recalled that, according to the seventh postulate 
which is common to all the sacrifice theories, (a) the real cost of a 
given rate of income is equal for all taxpayers and (0) the domestic 
needs of different taxpayers are identical. 

For the early steps in a purely theoretical discussion of sacrifice 
in taxation, this hypothesis is highly valuable if not indispensable. 
But, in order to estimate sacrifice in the real world, such factors as 
(1) differences in the real cost of a given rate of income and (2) 
differences in the domestic needs (number of dependents, etc.) 
must also receive careful consideration. For example, a schedule 
of graduated rates which would produce equal sacrifice under our 
theoretical assumption would need to be supplemented by a 
system of judicious discriminations and deductions in order to 
yield equal sacrifice under actual conditions. 

The evaluation of the seven heroic assumptions which underlie 
all the sacrifice theories of progressive taxation has now been com- 
pleted. This lengthy appraisal yields, however, a very brief con- 
clusion. It is this: If any one of these underlying assumptions of 
the sacrifice theories is excluded, none of the sacrifice theories 
leads logically to progressive taxation; if all these assumptions are 
admitted, the sacrifice doctrines are robbed of practical signifi- 
cance. 

. 8. An eighth assumption which is common to all the sacrifice 
theories, with the exception of the minimum sacrifice theory, is 
that no indirect sacrifice is incident to the imposition of the tax.” 

* Antonio de Viti de Marco, First Principles of Public Finance, translated from 
the Italian by Edith Pavlo Marget (New York, 1936), p. 117. 

2° Op. cit., p. 7. 

*t For able presentations of the theory of minimum sacrifice see Carver, op. cit., 


pp. 66-79, and Edgeworth, “The Pure Theory of Taxation”’ and “Minimum Sacrifice 
versus Equal Sacrifice,” in op. cit., pp. 63-125, 234-42. Carver gives more attention 
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In other words, no significance is accorded to the indirect sacrifices 
which are due to the repressive effects of some forms of taxation 
upon “certain desirable industries and enterprises.” The actual 
importance of these indirect effects means that any theory which 
precludes their consideration has little practical significance. But 
from the fact that the minimum sacrifice theory gives a prominent 
role to the indirect and long-run sacrifice as well as to direct and 
immediate sacrifice in taxation, it follows that the practicality of 
this theory is dependent, in part at least, upon the statesman’s 
ability to make a summation of two psychic magnitudes of dif- 
ferent time dimensions. Even if it were possible to make such a 
calculation, the significant limitations imposed upon the theory of 
minimum sacrifice by the first seven of the foregoing assumptions 
are sufficient to make it untenable as a basis for progressive taxa- 
tion. 

9. The validity of the equal sacrifice theory as a basis for pro- 
gressive taxation depends not only upon the eight assumptions 
which have already been discussed but also upon the hypothesis 
that the curve of diminishing marginal utility of money income is 
steeper than a rectangular hyperbola.” The denial of the reality 


to indirect sacrifice than does Edgeworth; but M. E. Robinson is unfair to Edge- 
worth when in Public Finance (New York, 1922), p. 24, it is implied that Edge- 
worth’s minimum sacrifice theory “ignored the reaction [of taxation] upon future 
wealth production.” Edgeworth states specifically that “the principle of least sacri- 
fice in trumpet tones proclaims that the rate of taxation ought to be progressive; 
except so far as this distributional presumption is cut into by the productional and other 
utilitarian conditions” (op. cit., p. 240). (Italics are mine.) 

™ For a mathematical demonstration of the proposition that, other things equal, 
equal sacrifice demands progression only on condition that the curve of diminishing 
marginal utility of income is steeper than a rectangular hyperbola, see Hugh Dalton, 
Principles of Public Finance (6th ed.; London, 1930), pp. 96-98; and Ragnar Frisch, 
New Methods of Measuring Marginal Utility (Tiibingen, 1932), pp. 118-22. 

If we grant all other assumptions necessary for the theoretical velidity of the 
equal sacrifice theory of progressive taxation and if we assume identical marginal 
utility of income for all individuals for the smallest taxable income, progressive 
taxation would also be required under the following conditions: (1) dissimilar di- 
minishing marginal utility curves, but varying directly in steepness with size of 
income, from a rectangular hyperbola in the case of the smallest taxable income to 
the steepest slope for the largest taxable income; (2) dissimilar diminishing marginal 
utility curves, with all curves steeper than a rectangular hyperbola, but with the 
degree of steepness varying directly with the rate of taxable income, . 
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of the principle of diminishing marginal utility of money income 
carries with it, of course, a belief in the futility of any attempt to 
establish the characteristic slope of the diminishing marginal 
utility curve. The efforts of Harrod, Fisher, and Frisch toward 
this goal are, however, of sufficient theoretical importance to 
warrant careful analysis.” 

Mr. Harrod, in four pages of purely deductive reasoning, at- 
tempts to refute Pigou’s contention that “‘plainly it is impossible 
to decide whether the income-utility curve of the members of the 
community (all of whom are assumed to be alike) is of this char- 
acter (viz., a rectangular hyperbola) or of some other defined 
character by any process of general reasoning.”*4 Harrod, on the 
contrary, writes: 

I propose .... to suggest a process of general reasoning by which we 
may establish a probability in favor of the steeper curve... . . Professor 
Pigou confesses that the supposition of a steeper curve is “plausible.” It is 
proposed to contend for something more than mere plausibility. 


23 It is well known, of course, that unverified hypotheses relative to the slope of 
the curve of diminishing marginal utility have been made by Bernoulli, Cramer, 
Cohen-Stuart, and Sax. These assumptions are discussed in Edgeworth, op. cit., 
pp. 108-113; Marshall, op. cit., pp. 134-35 n., 842-43; Seligman, of. cit., pp. 82 n. 
219-23, 279-84; and Emil Sax, “‘Die Progressivsteuer,”’ Zeiischrift fiir Volkswirt- 
schaft, Socialpolitik und Verwaltung, I (1892), 43-101. See also Daniel Bernoulli, 
Die Grundlage der Modernen Wertlehre, translated from the Latin by Dr. Alfred 
Pringsheim (Leipzig, 1896). 

Some of these early hypotheses antedate the formulation of the Weber-Fechner 
Law; and later ones seem to have been made independently of it. In fact, this law 
affords no valid psychological basis for generalizations concerning the relationship 
between marginal utility and the rate of income. This is true because the Weber- 
Fechner Law is a statement of the relation between stimulus and sensation, a rela- 
tionship which the principle of diminishing marginal utility does not attempt to 
express. And even in regard to the relation between stimulus and sensation, Hud- 
son Hoagland states, ‘“‘Evidence is present from the fields of vision, pressure sense, 
and muscular sense, to show that the logarithmic relation [between stimulus and 
sensation] known as the Weber-Fechner Law rarely actually exists as such” (“The 
Weber-Fechner Law and the All-or-None Theory,” Journal of General Psychology, 
III, No. 3 [July, 1930], 370). For statements concerning the Weber-Fechner Law 
which are regarded as true by a leading contemporary psychologist see Edwin G. 
Boring, The Physical Dimensions of Consciousness (New York and London, 1933), P- 
60. 

#4 R. F. Harrod, “Progressive Taxation and Equal Sacrifice,” Economic Journal, 
XL, 704-7. The quotation is from Pigou, op. cit., p. 110. 
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Believing it impossible to determine the slope of the income- 
utility curve directly, Harrod attempts to establish it inferentially 
from study of the nature of the effort or disutility curve. His ar- 
gument is introduced by three explicit assumptions and one ques- 
tionable pronouncement. The assumptions are: (1) that the tax- 
able members of the community are alike in respect to the utility 
of the income to them and that the Xth unit of effort has the 
same disutility to them all; (2) that the whole income is derived 
from the reward of effort; and (3) that the recipient is at liberty 
to vary the amount of his effort. The questionable pronounce- 
ment is that “‘the utility of a man’s last pound of income is equal 
to the disutility of the last unit of effort expended to earn that 
pound.” 

He next examines three possible types of relationship between 
effort, rate of pay per unit of effort, and income; and from each 
draws a logical inference concerning this relationship. 

First he assumes that a man will put forth a constant amount 
(equal units) of effort regardless of the rate of pay per unit of 
effort or of the total amount of income. From this supposition it 
follows that the Kth unit of effort and its disutility remain con- 
stant. And, since it is given that marginal disutility of effort and 
marginal utility of the corresponding unit of income are equated, 
it follows that the marginal utility of income per unit of effort is 
constant. Now obviously, the total income will vary in direct 
proportion with the rate of pay per unit of effort because, by 
hypothesis, the amount (number of units) of effort is constant. 
This means, for example, that if the rate of pay per unit of effort 
is £4, the total income will be twice as great as for a rate of pay 
of only £2. It means also that, when the rate of pay is £4 and the 
total income is a, £4 measure the same magnitude of marginal 
disutility as do £2 when the rate of pay is £2 and the total income 
is a/2. In other words, the marginal disutility per £ of income 
varies in inverse proportion to its quantity. Since marginal dis- 
utility and marginal utility are always equated, it must be con- 
cluded that the marginal utility of income varies in inverse pro- 
portion to its amount. This leads finally to the conclusion that 
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the marginal utility curve of income is a rectangular hyperbola; 
therefore, equal sacrifice requires proportional taxation. 

Having analyzed the case of an “effort demand for income 
curve” of unitary elasticity, Harrod treats the two remaining 
effort-income relationships as follows: 


If the effort demand for income curve has other than unitary elasticity, 
it is not identical with the income-utility curve, since the marginal unit of 
effort expended to obtain income is not always the Kth unit and we are de- 
prived of our fixed rod for measuring income utility. Certain general rela- 
tions may, however, be established. If the effort demand for income curve 
has for part of its course less than unitary elasticity, the last pound of in- 
come is, as income increases, pitted against units of effort of successively 
decreasing disutility. Consequently the marginal utility of a pound of in- 
come declines more rapidly than the effort demand for a pound. If the effort 
demand curve is steeper than a rectangular hyperbola, the income-utility 
curve is steeper still. If the effort demand curve is flatter than a rectangular 
hyperbola, the income-utility curve is by parity of reasoning flatter still. 
Consequently, taxation should be progressive or regressive according to 
whether the representative man’s effort demand for income is inelastic or 
elastic.*s 


It remains therefore only to determine the elasticity of the repre- 
sentative man’s effort demand for income. Harrod says: 


A man of great virtue might always work 100 per cent of capacity what- 
ever his pay. His effort-demand curve would be the innermost of a family of 
rectangular hyperbolas, each showing willingness to work a given per cent 
of capacity whatever the remuneration. The actual effort demand of a repre- 
sentative man impinges on that of a man of great virtue at one point at least, 
namely, when he is at the subsistence level.* 


However, the effort-demand curve of the representative man will 
soon drop away from that of a man of great virtue, finally 
falling to zero when the point of satiety has been reached. With 
the reservation that the income-utility curve refers to ‘‘a repre- 
sentative individual whose income, along with the consumable 
incomes of all other similar individuals is supposed to vary,” 
Harrod maintains that 


it seems quite irrational not to suppose a limit to the quantity of means to 
secure which a man is prepared to undergo pain. Desire springs ever; but 


Op. cit., p. 705. % Ibid., p. 706. 
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beyond a certain point it would be directed to new applications of existing 
means rather than to a further extension of them.?? 


Briefly, this is the line of reasoning from which Harrod concludes 
that for the representative individual the effort-demand curve 
has an elasticity of less than one. And from this, as we have seen, 
it follows that equal sacrifice requires progressive taxation. 

Harrod admits that his argument seems to imply that “the 
richer a man is, the less work he will do” and also that this 
generalization might be regarded as too sweeping. He then im- 
mediately adds: 


The following points must, however, be remembered. 1. We are supposing 
the individuals to be similarly situated in their social environment. 2. We 
suppose similarity of temperament. 3. Work may be undertaken for other 
than income-getting motives, to obtain power, etc. 4. Some work is pleasant. 
Units of effort must be measured so as to show the same curve of increasing 
disutility of units of effort for similar individuals in different professions. 
Difficulties as to how to determine these units no doubt arise. But they need 
not be held to obstruct us from reaching our main conclusion.* 


But, when these factors are remembered and are also conjoined 
with his earlier assumptions, his whole argument gives the reader 
the feeling that he has had a delightful dialectical excursion into a 
world of make-believe in which a disciple of Jevons entertained 
him by performing miracles with hedonic units. 

More specifically, Harrod’s argument is unconvincing because 
it is based upon a felicific calculus of very doubtful psychological 
validity. Professor Frank Knight points out that 
critical students are more and more doubtful not only as to the degree to 
which people really foresee the consequences of their acts, but even as to the 
extent to which choices are consistently made with a view to any intended 
result, especially any result desired for its own sake. In modern psychology 
there is an increasing emphasis on unconscious motivation as well as on the 
“prejudice” and caprice in the conscious motives of men.?9 

In Harrod’s discussion no mention is made of the psychological 
difficulty of equating the marginal disutility of effort and the 

27 Ibid., pp. 706-7. 

*8 Points nos. 1, 3, and 4 are mentioned for the first time at this late stage of his 
argument. (Italics are mine.) 


*° Knight, op. cit., p. 219. 
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marginal utility of money income. But a psychological problem 
there is. 

It is well known that the utility derived from the expenditure 
of a given sum of money may vary widely from that which was 
anticipated. But this familiar hiatus between desire and utility, 
a very important phenomenon in real life, finds no place in 
Harrod’s purely theoretical analysis.*° 

The assumption that “the recipient [of income] is at liberty to 
vary the amount of his effort” is a condition far from typical in 
modern industry. Today the legally free laborer is not able to 
equate even roughly the sacrifice of his last hour of daily labor 
and the utility of the income therefrom. And not only does he 
have little or no freedom as to the length of the working day but 
he also has, in many lines of agricultural and industrial activity, 
little freedom as to the number of days and months which he may 
work. 

Harrod’s argument in support of the generalization that the 
effort-demand curve of income is more inelastic than one is too 
sweeping. It is reasonable, as he maintains, to expect the effort 
demand to stand at 100 per cent of capacity at the subsistence 
income level and at zero at the point of complete satiety. But a 
belief in the existence of a point of satiety for money income as a 
means to power and prestige is open to reasonable doubt; and, 
furthermore, Harrod himself goes so far as to admit that the 
effort-demand curve may have “kinks and irregularities in vari- 
ous parts, but it must be predominantly inelastic.”’** The belief in 

3° On this point, Marshall states: ‘‘It cannot be too much insisted that to meas- 
ure directly, or per se, either desires or the satisfaction which results from their ful- 
fillment is impossible, if not inconceivable. If we could, we should have two accounts 
to make up, one of desires, and the other of realized satisfactions. And the two might 
differ considerably. For, to say nothing of higher aspirations, some of those desires 
with which economics is chiefly concerned, and especially those connected with 
emulation, are impulsive; many result from the force of habit; some are morbid and 


lead only to hurt; and many are based on expectations the: are never fulfilled” 
(op. cit., p. 92 n.; see also Viner, op. cit.). 

3 Op. cit., p. 707. For an illuminating argument against the possibility of the 
a priori determination of the elasticity of the effort demand for income, see Lionel 
Robbins, “‘On the Elasticity of Demand for Income in Terms of Effort,” Economica, 
X (1930), 123-29. 
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the existence of these “kinks and irregularities” in the effort- 
demand-for-income curve between the extremes of subsistence 
and satiety would lead Harrod logically to hold that there are also 
corresponding kinks and irregularities in the curve of diminishing 
marginal utility of income. In other words, he must believe that 
this latter curve has different degrees of elasticity in its various 
segments. This belief would force him logically to the conclusion 
that no valid generalization can be made a priori as to the rela- 
tionship between the rate of taxation and the area of sacrifice in 
the case of rates of income between subsistence and satiety. 
Harrod’s argument cannot be strengthened by the fact that 
Professor Douglas, from a statistical study, has arrived at the 
conclusion that the effort-demand curve for income is less elastic 
than one. The curve which Professor Douglas has derived is the 
result of the measurement, under actual conditions, of the effort 
demand for income of workers in seventeen different industries in 
the United States from 1890 to 1926, inclusive. Under actual con- 
ditions of modern industry, the effort demand for income is in- 
fluenced to a significant extent, if not determined, by such factors 
as technological and seasonal conditions, legislative enactment, 
and labor-union policies. The individual member of a labor union 
has very limited freedom, in the short run, in balancing the mar- 
ginal disutility of his effort and the marginal utility of his income. 
And even in the long run it is doubtful whether labor-union mem- 
bers have deliberately attempted to follow a policy of choosing 
between shorter hours (less effort) and greater wages-income. It 
seems more probable that the phenomenon of historical concomit- 
ance of shorter hours and higher wage rates which Douglas has 
discovered is the product of the combined influence of several 
factors, e.g., (1) technological improvements and the consequent 
increase in the productivity of labor; (2) the general desire of 
individual laborers and of labor unions to distribute the ad- 
vantages of this greater productivity between shorter hours and 
greater wages-income (the basic factor in Douglas’ explanation of 
the historical concomitance of shorter hours and higher wage 


* Paul H. Douglas, The Theory of Wages (New York, 1934), pp. 295-314. 
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rates); (3) the familiar labor-union policy not of distributing the 
advantages of the greater productivity between shorter hours and 
greater wages-income but of seeking to secure an advantage in 
one direction only, e.g., the policy of demanding, and often re- 
ceiving, shorter hours with the same wages-income, or the alterna- 
tive policy of demanding greater wages-income for the same num- 
ber of hours, the choice between these two policies often depend- 
ing upon their strategic advantages at a given time and place; 
(4) the desire of labor unions to spread work among members; and 
(5) legislative enactment relative to wages and hours of female 
workers, which may or may not have represented the choice of a 
majority of workers in this group. 

Certainly, the last three of these factors which have combined 
to produce the relationship between hours and wage rates which 
Douglas discovered are of such character and importance to make 
unreasonable the belief that this relationship is to any significant 
degree the result of the free, deliberate, and successful attempt on 
the part of workers to equate marginal disutility of effort and 
marginal utility of income. 

The effort-demand curve which Harrod attempts to determine 
a priori is one which would exist only under conditions of freedom 
on the part of the individual to vary the amount of his effort. 
Obviously, therefore, the curve which Douglas has determined 
statistically affords no basis for an inference concerning the nature 
of the curve which Harrod has attempted to establish a priori. 
Furthermore, no valid inference concerning the slope of the mar- 
ginal utility curve of income can be drawn from the effort-demand 
curve which Professor Douglas has determined statistically. Such 
an inference would be absurd unless based upon the assumption of 
freedom of the individual to vary the amount of his effort and to 
equate marginal disutility of effort and marginal utility of income. 
The conditions under which Douglas studied the effort demand 
for income were contrary to this assumption. 

Another criticism of Harrod’s general treatment relates to the 
significant role which he has given to the “representative man.” 
It must be remembered that taxation has to do not with the 
“representative man” but with many unlike men. An evaluation 
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of the assumption of identical diminishing marginal utility curves 
of income has been presented in an earlier section of this article 
(p. 465); therefore, no further discussion of this assumption is 
necessary. 

Regarding the assumption that all income is derived from the 
reward to effort, Harrod states that 


this assumption was only made in order to establish the general character of 
our test curve fof income utility]. The assumption is not necessary to the 
conclusion about income utility. If the test curve would be of this character 
in the assumed circumstances, the income-utility curve is of this character.33 


These statements are acceptable, however, only on condition that 
the phrase “under the same assumptions” be added to Harrod’s 
last sentence. 

In the light of the foregoing critique of Harrod’s thesis, it seems 
fair to conclude that he has failed to establish a probability in 
favor of an income-utility curve of an elasticity of less than one. 
Professor Pigou’s contention that the character of the income- 
utility curve cannot be decided by any process of general reason- 
ing stands unshaken.*4 

In radical contrast with Harrod’s purely deductive analysis 
stands Fisher’s method for measuring the “marginal utility” of 
money income statistically.** Fisher shares Jevons’ skepticism as 
to the possibility of measuring psychic magnitudes directly. He 
believes with Jevons, however, that “it is from the quantitative 
effects of the feelings that we must estimate their comparative 
amounts.”’ 

For numerical data from which to measure “the feelings of the 
human heart,”’ Fisher would so utilize 


data of family budgets and prices as to compare the wants of two typical 
families of different incomes, in the same community, by using as a yard- 
stick or criterion, a third typical family having identical tastes, but differing 
in the amount of income, and living under a different scale of prices for 
foods, rents, clothing and other items of consumption. 


33 Op. cit., p. 707. 

4 OD. cit., p. 110. 

8s Irving Fisher, “‘A Statistical Method for Measuring ‘Marginal Utility’ and 
Testing the Justice of a Progressive Income Tax,” in Economic Essays Contributed 
in Honor of John Bates Clark (New York, 1927), pp. 157-93. The following state- 
ment and evaluation of Fisher’s method is based entirely upon the study cited above. 
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More specifically, he outlines his method as follows: 


Let us, then, imagine three typical workingmen’s families, each consist- 
ing, say, of five people, the man himself, his wife, and three typical children. 

It is further assumed that, between these three families, which we may 
distinguish as Case 1, Case 2, and Case 3 respectively, there is no difference 
in the want schedules. That is, we assume that all three families’ appe- 
tites and tastes are the same, so that in all three cases they will react in pre- 
cisely the same way to the same opportunities to spend money. These oppor- 
tunities, however, are not supposed to be the same, because of two variables, 
namely, (1) the incomes are supposed to be different in the three cases, and 
(2) the prices in the two countries, England and America, are supposed to 
be different. Because of these differences, in prices and incomes, the family 
budgets will necessarily differ. We shall see that the behavior of the families, 
in response to the changes in price and income, can be used to reveal the 
varying strength of their wants or desires in accordance with their want 
schedules. While their three want schedules are identical, their positions in 
this common schedule are not. That is, the three families would behave 
alike if their circumstances were alike, but actually do behave differently 
because their circumstances are different. 


Fisher next presents an ingenious numerical illustration of his 
statistical method for measuring the “want-for-one-more dollar” 
of income. Although the reproduction of this illustration in the 
present article is not feasible, it should be pointed out that the 
equations employed are based upon the following assumptions: 
(1) the marginal dollar of an average or typical family is worth 
the same subjectively in every direction; (2) wants of different 
groups of individuals are assumed to be practically comparable; 
(3) each want is dependent exclusively on the provision for that 
want; (4) price indexes applicable to Cases 1 and 2 (in Fisher’s 
numerical illustration) are equal; and (5) the ratio between the 
income and expenditure of any family is constant, i.e., either exact 
equality of income and expenditure or, more generally, a slight 
excess of income over expenditure, that excess being the same 
percentage for all cases. 

Granted these assumptions, Fisher maintains that it is possible 
to determine the slope of the “‘want-for-one-more dollar’’ of in- 
come and, further, that such a curve is of some significance in 
solving the problem of the proper rate of income taxation. He 
writes: 
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According to which way this product [income multiplied by “want-for- 
one-more dollar” differs from unity, we have a justification for progressive 
or regressive taxation, while if their product is exactly unity, taxation should 
be neither progressive nor regressive, but strictly proportional to income. 
This is all on the assumption that the tax is to be laid according to the prin- 
ciple of equal sacrifices to taxpayers of different incomes.* 

Enough has been said concerning the nature of Fisher’s method. 
It is now in order to evaluate its significance in relation to the 
problem of determining the proper rate structure for equal sacri- 
fice in taxation. Because the practical significance of a method or 
theory, as distinct from its logical validity, depends upon the 
degree of realism represented in its assumptions, an appraisal of 
Fisher’s assumptions follows logically. 

The unreality of two of his assumptions—namely, that the 
marginal dollar of an average or typical family is worth the same 
subjectively in every direction and that each want is dependent 
exclusively on the provision for that want—has been established 
effectively by the Italian economist F. Vinci.*7 

After stressing the difficulties which will be encountered in the 
selection of “typical families” answering the many conditions 
established by Fisher, Vinci states that 


the tendency to equalize the marginal utility of money in the various classes 
of expenditure of a given family, even in the case of consumption that is 
typical and distributed over a suitable lapse of time, is a theorem which in 
the most favorable cases can be regarded as a broad approximation. 


In support of this statement, Vinci offers a number of valid 
reasons. Certain of the more significant of these reasons are as 
follows: 


. The greater or lesser divisibility of certain commodities; 

. Some expenditures concern consumption and others use [i.e., expendi- 
tures for consumption goods versus expenditures for production goods]; 

. Some expenditures are made long before the consumption or use of the 
goods acquired; 


% Ibid., p. 185. 

37“T’Utilita della moneta e l’imposta progressiva,” Rivista italiana di statistica, 
economia e finanza, V, No. 2 (1933), 209-42. All quotations from Vinci are from the 
article just cited. The writer wishes to acknowledge his indebtedness to Dr. Mary 
Wildman, of Stanford University, for her assistance in the translation of Vinci’s 
article. 
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4. The existence of savings, which usually present widely varying propor- 
tions between one family and another, even if they have the same in- 
come, and also from time to time, with relation to the course of prices 
and the monetary regime; 

. Some expenditures (coal, bread, vegetables, milk, etc.) are generally 
made by the wife, who often saves without her husband’s knowledge; 
others (wine or beer, tobacco, etc.) are usually made by the husband; 
others again (housing, clothing) perhaps by both, and sometimes not 
without more or less evident disagreements, which prevent either spouse 
or both from pushing their own consumption in the several directions to 
the point of equalizing the utility of the last penny spent in each of them. 
Actually the family expenditure—even excluding the children—is the 
resultant of two very different systems of utility curves and—as happens 
even in the most amicable transactions—does not fully satisfy either sys- 
tem; 

. The estimates of utility [the subjective valuations] are most variable from 
one instant to the next, changing with the humor of the individual and 
the environment in which the expenditure takes place. Here is a house- 
wife, who is going to buy two yards of cloth with the thrifty intention 
of spending not more than twenty lire: the skillful salesman shows her a 
good-looking dress pattern and an enticing fashion-journal [fashion plate], 
stimulates her vanity, and upsetting all the system of subjective valuations 
makes her spend with joy and without regrets twice what she had in- 
tended. 


Concerning the assumption that each want is dependent exclu- 
sively on the provision for that want, Vinci correctly observes 
that, in reality, 

the utility of a commodity and also the utility of groups of commodities are 
for the most part closely dependent upon the utility of many other commodi- 
ties and groups of commodities. For the working-class families considered 
by Fisher it cannot be seriously assumed that the utility of food is independ- 
ent of that of housing. Is it perhaps not true [can it be untrue?] that an 
empty third of the typical lodging would be more pleasing to a workman with 
a wife and two children, if the family should be well nourished than if it 
should be undernourished? The same may be said for clothing, etc., and 
all the more forcibly for the individual items of expenditure, for which often 
the connection is very close because of the complementary or substitute 
relations which may exist between them. 


The unreality of the two assumptions which have just been 
discussed is enough, in the opinion of Vinci and in that of the 
present writer, to destroy one’s faith in the practical significance 
of results attainable by Fisher’s method. 
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The assumption that wants of different individuals are prac- 
tically comparable has already been discussed on pages 465 and 
474; the supposition of equality of price indexes, as Fisher has 
stated, is not a necessary assumption; and the hypothesis of a 
constant ratio between the income and expenditure of any family 
is patently unreal. 

Fisher himself questions the reality of his assumptions but 
answers his own questions with surprising naiveté. He asks and 
answers the following questions: 

But can we properly compare her [a housewife’s] particular want for eggs 
or dollars with that of another woman by her side who is going through the 
same process? Can we even compare her own individual wants at two differ- 
ent times? Finally, are we justified in taking her market decision as repre- 
sentative of the wants of other members of her family? 

To all these questions I would answer “yes”—approximately at least. 
But the only, or only important, reason I can give for this answer is that, in 
actual practical human life, we do proceed on just such assumptions. Aca- 
demically we may have philosophic doubts as to bridging the gulf between 
mind and mind, or even between one time and another time for the same 


Philosophic doubt is right and proper, but the problems of life cannot, and 


do not wait. 


When this answer and the reason supporting it are added to the 
foregoing evaluation of Fisher’s assumptions, the desirability of 
finding a more acceptable method than Fisher’s of deciding the 
case for or against progressive taxation becomes obvious. 

A final criticism of Fisher’s study concerns the ethical aspects 
of his attempt to relate his statistical method of determining the 
curve of “marginal utility” of money income to the problem of 
progressive taxation. 

Early in his paper, Fisher makes it plain that for him the term 
“utility” is devoid of psychological content.** The curve of di- 
minishing “marginal utility” of income is a curve of diminishing 

38 Fisher writes as follows: “I hope the term ‘utility’ in particular may be 
abandoned, because it has to-day other economic connotations, such as in ‘A Public 
Utility’ referring, say, to a telephone company, and because it secms to imply a 
commital to the old utilitarian ‘calculus of pleasure and pain’ of Bentham and his 
school. The true meaning needed is based primarily not on pleasure but desire’ (op. cit., 
p. 157 n. [italics mine]; see also his Mathematical Investigations in the Theory of Value 
and Prices [New Haven, 1892; 1925 reprint], pp. 11 and 23). 
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desire-for-one-more dollar. For Fisher, the question of the hiatus 
between desire and satisfaction is irrelevant. 

But now there arises the troublesome question: How relate this 
nonpsychological diminishing marginal desire curve to the ethical 
criterion of equal sacrifice in taxation? The obvious answer is that 
no relationship can be established unless equal sacrifice is made to 
mean equal sacrifice of desire for income as distinct from the 
generally accepted notion of equal sacrifice of satisfaction actually 
derived from income by the taxpayer. 

To adopt the former rather than the latter meaning of equal 
sacrifice is to substitute a pure desire ethics for ethical hedonism. 
And this substitution, it is believed, would be regarded as a poor 
exchange by most modern ethicists—even thos= who find hedonis- 
tic ethics unacceptable. The adoption of a desire ethics leaves 
untouched the fundamental ethical problem of distinguishing con- 
cretely between the desired and the desirable.*® 

Stimulated by Fisher, Professor Ragnar Frisch, in his New 
Methods of Measuring Marginal Utility, attempts to determine the 
slope of the curve of diminishing marginal utility of income by a 
statistical analysis of data in the Bureau of Labor Statistics Budget 
Study (1918-19), Bulletin No. 357. He selected thirteen of the 
ninety-two cities covered by the bureau’s investigation. “For 
each of these cities the food expenditure curve was plotted using 
logarithmic scale along both the income axis and the food expendi- 
ture axis.”’*° And for each city were plotted both the curve show- 
ing the relation between family expenditure and family income 
and the curve showing the relation between individual adult male 
expenditure for food and the individual adult male income.“ Nine 
of the thirteen expenditure curves were selected for detailed 
analysis. Then by the use of statistical techniques too involved 
to permit of adequate summary reproduction, Frisch establishes 
the curve of diminishing marginal utility of income.” 

39 See A. B. Wolfe, “On the Content of Welfare,” American Economic Review, 
XXI, No. 2 (June, 1931), 209. 

4° Frisch, op. cit., p. 59. 

« Tbid. # Ibid., pp. 60 ff. 
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For the small incemes this curve is steeper, and for medium 
incomes flatter, than a rectangular hyperbola. Frisch concludes 
that, if equal area sacrifice is accepted as an objective, such a 
curve leads to a heavily progressive tax for small incomes and a 
regressive tax for medium incomes.‘ The nature of this conclu- 
sion leads him to make the surprising remark: “I feel that this 
implausible result is due to the fallacy of the area-difference [equal 
area sacrifice] principle rather than to errors in the statistical 
results.’’44 

But more surprising still is his belief that a statistical deter- 
mination of the relationship between the variable x (quantity of 
food consumed), the covariable r (income), and the constant a 
(price) in a few American cities will enable him to derive the curve 
of diminishing raarginal utility of money income.* In fact, Frisch 
makes so many qualifications and admits so many limitations in 
the closing pages of his study that the final results of his analysis 
are entirely too meager to have significant bearing upon the ques- 
tions to which he relates them, namely, “Should the income tax 
be made progressive? And if so, what should the exact rate of 
progression be?’’# 

In discussing the shortcomings of his investigation, Frisch 
classifies expenditures into three groups, (A), (B), and (C). Ex- 
penditure group (A) consists of current expenditures for food, 
clothing, shelter, etc.; in short, all those things which enter into 
the type of budget examined in his statistical study. Expenditure 
group (B) includes all the expenditures entering into (A) and, in 
addition, certain expenditures connected with wants that may 
cumulate in intensity over a long period of years and then, if the 
means are available, be satisfied in a relatively short period of 
time. “Such things as ‘expenditure’ for saving might also be 
classified under group (B).”’ Expenditure group (C) includes not 
only all expenditures in (A) and (B) but also those which have no 
definite relation to the actual consumption of the individual but 


43 Ibid., p. 122. 4 Ibid., p. 33. 
44 bid.  Ibid., p. 114. 
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are nevertheless of great concern to him, e.g., expenditures which 
will increase industrial or political power. 

Frisch sees that his statistical analysis is relevant only to the 
type of expenditure in class (A). He also admits that group (B) 
expenditures play an important role in the life of the middle class, 
and that they are made for “‘a large number of items which there- 
fore cannot be given a significant analysis unless by considering 
the interrelationship between income and expenditure budgets for 
a long period of years.”4?7 Concerning class (C) expenditures, 
Frisch states that such outlays are the most significant items in 
the disbursements of nearly every great businessman or speculator 
and that the way such a man looks upon his income and expendi- 
ture has nothing to do with his personal consumption. 

Because his statistical method can throw no light upon those 
expenditures which belong exclusively to either class (B) or class 
(C), Frisch outlines an interview method as a means of measuring 
the marginal utility of income for “great businessmen” and 
“speculators.”’4* Even if it were assumed that the interviews 
yielded any reliable basis for prediction as to human behavior, 
they could serve only as a means of establishing an individual’s 
scale of time preference for income. Frisch does not, and I am 
convinced that he cannot, demonstrate how information concern- 
ing an individual’s scale of time preference can be made the basis 
for establishing the slope of his curve of diminishing marginal 
utility of income. 

Another limitation of Frisch’s analysis is the fact that the 
relationship which he attempts to establish between s (sum of the 
tax) and r (income) concerns the same individual in different 
situations instead of different individuals. He admits, however, 
that in practical application the relation between s and r would 
have to be applied also to cases where the different magnitudes of 
r stand for the incomes of different individuals.‘® Earlier in his 
study, Frisch states that he “doubts very much” whether inter- 


47 Ibid., p. 138. 
# Ibid., pp. 140-42. 49 Ibid., p. 120. 
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individual or interfamily utility comparisons will ever be made.*° 
He believes that such comparisons are possible but extremely 
difficult. Frisch dodges the difficulty, if not the impossibility, of 
such comparisons by adopting the fiction of the representative or 
average man.™* 

Frisch admits that the defects of his method which have just 
been pointed out constitute valid objections to his analysis even 
in static theory.** He also concedes that his theory needs 
“dynamification.’’s* He sees that, in its present form, his method 
is unable to make possible the solution of the problem of structural 
changes. Such changes he illustrates by the following example: 

Suppose we have a spiral spring. If we attach a weight to the end of the 
spring, we will notice a lengthening of the spring. And by experiment we may 
find a definite law connecting the size of the weight and the extent of the 
lengthening. This law would hold good for weights that are not too heavy 
and not left on the spring for too long a time. If we leave a very heavy weight 
on the spring for a long period of time, we would, when we got back, find that 
the original law connecting weight and lengthening had changed. In eco- 
nomics we have many phenomena of a similar sort. For instance: If a person 
gets more income, the representative point on his money utility curve will 
move along the curve downwards and to the right. But if the point is left 
in this position for a considerable time, this will have the effect of shifting 
the whole curve upwards, so that the money utility as represented by the ordi- 
nate of the point in question again starts increasing, even though the new 
income remains constant.54 


Frisch next suggests “several ways in which we could attempt to 
draw this phenomenon [structural change] into the analysis.”’ 
But none of the methods suggested seems capable of measuring 
such nebulous phenomena as structural changes in psychic mag- 
nitudes. 

The candor shown by Professor Frisch in setting forth the true 
limitations of his method is indeed admirable. But it is difficult 
to understand how he could see so clearly the shortcomings of his 
own method and still believe that it could possibly yield results 


8° Ibid., pp. 20-21. 
5 Ibid., p. 120. 53 Ibid., p. 136. 
# Ibid., p. 138. 5 Ibid., pp. 136-37. 
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having any significant bearing upon the problem of the measure- 
ment of actual psychic sacrifice in taxation. 

The preceding appraisal of past attempts to determine the 
slope of the diminishing marginal utility curve of money income 
leads to the conclusion that such efforts have been futile. And, 
because the magnitudes involved in this problem are subjective, 
the probability is great that future attempts to solve it will also 
prove fruitless. Until there is established a reasonable basis for a 
belief not only in the reality of the hypothesis that the curve of 
diminishing marginal utility of money income is steeper than a 
rectangular hyperbola but also in the reality of the eight preceding 
assumptions, the case for progressive taxation cannot be based 
upon the theory of equal sacrifice.* 


A discussion of the sacrifice theories would be incomplete with- 
out mention of their ethical validity. But, to deal with the norma- 
tive aspects of these theories, the economist must exchange his 
cloak for that of the ethicist. And, although the new garment may 
be loose-fitting, the economist will find that in its pockets the 
ethicist has stored the material with which the ethical limitations 
of the sacrifice theories can be effectively demonstrated. 

All the sacrifice theories ignore completely the question of the 
quality of the satisfactions which are sacrificed in taxation. To 
use a classical illustration, they put the satisfaction from scratch- 
ing on the same level with that which is derived from philosophi- 
cal speculation. Hawtrey puts the matter as follows: “The aggre- 

5s For further criticism of Frisch’s methods and results, see Vinci, op. cit., pp. 
222-42. 

56 It should be pointed out, not as an argument based upon authority but purely 
as a matter of professional interest, that the opinion that it is impossible either to 
determine the rate at which the marginal utility of an individual’s income dimin- 
ishes or to make inter-individual utility comparisons is one which is widely held. 

Mr. John Pagani, a graduate student in economics at Stanford, has found that 
this position is well established in contemporary fiscal literature in Italy. Emilio 
Cossa, M. Fanno, A. Graziani, and Antonio de Viti de Marco are among the Italian 
writers who maintain that it is impossible to establish the slope of the diminishing 
marginal utility curve. 

Among other economists who hold this opinion are Lionel Robbins, The Nature 
and Significance of Economic Science (2d ed.; London, 1935), p. 140; Seligman, op. 
cit., p. 246; Stamp, of. cit., pp. 53-54; and Taussig, op. cit., p. 129. 
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gate of satisfactions is not an aggregate of welfare at all. It repre- 
sents good satisfactions which are welfare and bad satisfactions 
which are the reverse.’’5? And Professor Pigou sets forth the limi- 
tations of a naive utilitarian ethic as follows: 

It must, indeed, be admitted that no test which is centered in sacrifice, 
in the sense of loss of satisfaction [utility], goes quite to the root of things. 
For, of equal satisfactions, one may embody more good than another: as 
between a greater and a less sacrifice of satisfaction, the greater may carry 
the smaller amount of evil. When this happens, it is, of course, the aggregate 
of good and evil, not the aggregate of satisfaction and dissatisfaction, to 
which the wise government will look.s* 


It should also be pointed out that the state cannot accept 
existing wants as data because such wants themselves are in part 
a reflection of political policy. 


Il. THE FACULTY THEORY 
The nebulous nature of the magnitudes involved in the meas- 


urement of psychic sacrifice has served as a significant stimulus 
to the demand for an objective criterion of justice in taxation. 


s7R. G. Hawtrey, The Economic Problem (London, 1926), p. 215. Sir Sydney 
Chapman, although discussing the ethics of the theory of proportional sacrifice, 
shows the absurdity of attaching ethical significance to the quantity of utility sacri- 
ficed. He writes: “Should we think it fair to reduce the rate of taxation of large 
incomes if, by a miracle, income above a certain amount became subject to im- 
mensely increasing utility? An answer in the affirmative is entailed if we believe 
that taxation should aim at equal proportional sacrifices of utility; but it seems ab- 
surd to suggest collecting less money for the State from the rich and more from the 
poor on the ground that the rich have become richer. This crude reductio ad ab- 
surdum may serve to make the reader doubt whether the principle of equal pro- 
proportional sacrifice of utility can be sound’’ (0. cit., p. 34). 

58 Op. cit., p. 57. In the treatment of equal sacrifice it is argued convincingly by 
Professor Pigou that “‘there is at least as good a case for taxation that makes net 
satisfactions equal as for taxation that makes sacrifices equal. Indeed there is a better 
case. For people’s economic well-being depends on the whole system of law, includ- 
ing the laws of property, contract and bequest, and not merely upon the law about 
taxes. To hold that the law about taxes ought to affect different people’s satisfac- 
tions equally, while allowing that the rest of the legal system may properly affect 
them very unequally, seems not a little arbitrary” (ibid., p. 60). 

John Stuart Mill could find no better ethical justification of his theory of equal 
sacrifice in taxation than that equality ought to be the rule in all affairs of govern- 
ment (Principles of Political Economy, Book V, chap. ii, sec. 2). It is clear that the 
general precept of equality in political affairs does not necessarily dictate equality 
of sacrifice of utility in taxation. 
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The wide popularity of the faculty or ability-to-pay theory is to 
be explained in part by the belief of certain economists that it 
possesses a greater degree of objectivity than does any one of the 
sacrifice theories.‘ 

But in the minds of others its superiority over the sacrifice 
theories which were treated in Section I lies in the fact that it is 
cognizant not only of the “sacrifice of disposition’’ but also of the 
“sacrifice of accuisition” of income.® Seligman says: 

Now if by sacrifice, we mean cost involved, i.e., the costs of acquisition 
as well as disposition, then indeed the sacrifice theory is correct in the sense 


that from the point of view of economic psychology the test of ability to 
pay taxes is an amalgam of both of these costs or sacrifices. 


The proponents of both the objective and the subjective faculty 
theories generally regard personal net income as the most satis- 
factory measure of taxpaying ability. They recognize, however, 
that equal personal net incomes do not necessarily represent equal 
taxable faculties. They readily admit the necessity of such sup- 
plementary considerations as: (1) domestic circumstances, (2) 
earned versus unearned income, (3) surplus versus cost elements, 
and (4) capital gains versus regularly recurring income. 

But when the proponents of the objective faculty theory recog- 
nize these factors, they are motivated by the desire to secure the 
best possible measure of the individual’s ability to bear the sacri- 
fice incident to taxation. In other words, they are tacitly admit- 
ting that ability to pay is an empty concept unless given subjec- 
tive content. Thus the objective faculty theory becomes the sub- 


59 J. S. Nicholson states: ‘“The faculty theory does not look to the feelings of the 
taxpayer, but to the money value of his taxable capacity. The State takes more 
from the rich, not because they will feel it less in proportion, but because they have 
more to give”’ (op. cit., p. 275). Clyde L. King writes: ‘‘Possibly some of the ease 
with which it [ability to pay] is accepted is due to disagreement as to what ability to 
pay means” (Public Finance [New York, 1935], pp. 205-6; see also Sumner H. 
Slichter, Modern Economic Society [New York, 1931], p. 736). 


® Seligman, Studies in Public Finance (New York, 1925), p. 187. 


® Seligman seems tacitly to assume that the marginal sacrifice curve of income 
does not accurately reflect the real cost of acquiring the income taken by taxation. 
In my opinion, Seligman’s tacit assumption is a reasonable one. See above, pp. 47! ff., 
for my argument in support of this opinion. 
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jective sacrifice theory with all the limitations which have been 
discussed in the foregoing section of this article. 

The faculty theory as interpreted and defended by Seligman is 
highly subjective. Its successful application would involve, 
among other things, a summation of (1) the psychic magnitudes 
sacrificed in the payment of a tax and (2) the real cost of produc- 
tion of the income which is sacrificed. The difficulties of measuring 
these psychic magnitudes are insuperable. 

In addition to this important practical limitation, Seligman’s 
theory rests upon a fundamerital assumption of questionable 
reality. Seligman maintains that, other things being equal, the 
ability to make money increases more rapidly than in direct pro- 
portion to the quantity of money income. His defense of the 
validity of this assumption rests entirely upon such phrases as 
“money makes money,” and “a rich man may be said to be sub- 
ject to a certain sense to the law of increasing returns’’; and upon 
such historical support as he finds in quotations from Rousseau 
and Adam Smith.” 

The validity of this hypothesis has been challenged by Sir 
Josiah Stamp, who argues: 

This [increasing rate of productivity] cannot, however, be said to apply to 
a large income made up of various mixed investments, but only to a business 
income in the hands of a powerful and highly intelligent direction 
But if the larger business is not in fact more profitable—what then? If its 
proceeds formed part of a large number of smaller incomes, the ability, 
tested on the spending side, is in direct conflict with ability on the production 
side.*s 

Sir Josiah’s argument implies that the assumption that in- 
creases in income make possible more than proportionate in- 
creases in ability to make money might have been valid for the 
days of individual entrepreneurship but that it does not square 
with the facts in an age of the corporation in which management 
is divorced from investment and in which the large and the small 
investors have the privilege of buying the same type of securities 
in the open market. 


© Progressive Taxation, pp. 290-303. 
% Op. cit., p. 42. 
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In spite of the weight of the foregoing argument, there is, how- 
ever, something to be said in support of Seligman’s hypothesis." 
Ignoring for the moment the question of the rate of income, every- 
one will admit that money has the power, under our present 
economic system, to earn some income for the investor. From this 
it follows that the man who has a surplus of money over the bare 
needs of subsistence can put that surplus to work and thereby 
receive funded income over and above his unfunded income. 
Compare his status with that of an individual whose income is 
completely absorbed in the satisfaction of the elemental needs of 
life. Obviously, the ability of the former to make funded income 
is more than proportionately greater in relation to his income than 
that of the latter because in this case a positive magnitude is being 
compared with zero. 

In this illustration the reality of Seligman’s assumption is 
obvious; but is it valid as between two men both of whom are able 
to save, but different amounts? According to Seligman’s critics, 
it is not. They would argue that, because in this case both men 
have equal opportunities of investment, their respective invest- 
ment returns should be in proportion to the amount of their 
respective investments.* 

The acceptance of this argument is, however, tantamount to a 
denial of the economic justification for such institutions as invest- 
ment trusts, investment councils, and the like. 

To the man who is able to accumulate only a small surplus, few 
avenues of investment are open. According to the best invest- 
ment practice, the first concern is the establishment of a reserve 
fund for contingencies, this fund to be kept where it can be ob- 
tained in emergencies. The most obvious and most popular place 
for such a fund is a savings bank. But the interest rate paid by 
savings banks is always relatively low. Therefore, it follows that 
the man with only a small surplus who wishes to allow for con- 

% The following argument was suggested to me by one of my former students, 
Mr. John P. Allen. 

& This argument clearly ignores the fact that “‘inside information” concerning 
money-making opportunities is more likely to be enjoyed by the very large than by 


the very small investor. In other words, the large investor has all the investment 
opportunities of the small investor, and more. 
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tingencies is at a relative disadvantage in increasing his earning 
power as contrasted with the man with a larger surplus who can 
actually invest his money.® Therefore, the ability of this latter 
man to make money is increased more than proportionately to 
his income. 

Consider next the case of two men, both of whom are in a 
position to invest for higher returns, for example, the man with 
$1,000 and the man with $100,000. Will the latter’s earning pow- 
er increase only in proportion to his wealth? Again the answer is 
“No.” 

To obtain a high rate of return upon investment, risk must be 
taken. In fact, the rate of return and estimated degree of safety 
are inversely related. Witness the contrast between rates of re- 
turn on United States Government bonds and the bonds of the 
Soviet Union. Investment theory permits the taking of risks 
where diversification of securities is obtained. This is done on the 
theory that, if the investment in any one security is kept small, 
the high rate of return on the profitable investments will more 
than offset any individual losses that may be sustained. Obvious- 
ly, the man with the $1,000 cannot obtain wide diversification to 
insure the safety of his principal. Therefore, he must content 
himself with a comparatively low yield on his investment. The 
man with the $100,000 can diversify and obtain a higher yield. 
Again it has been demonstrated that ability to make money in- 
creases more than in direct proportion to the increase in income. 

It is not clear just how far this point could be carried. Certainly 
the man with more money can better afford expert advice, the use 
of investment services, etc., which theoretically at least should 
increase his earning power more than proportionately. Obvious- 
ly, after a certain point is reached, additional income will no 
longer bring additional benefit through diversification alone. The 
man with one million dollars can probably diversify his invest- 
ments just as successfully as the man with ten million. However, 
the cost of investing, the cost of investment services, and to a 
large extent the analytical and clerical staff costs do not vary 


® This reasoning is based upon the reasonable assumption that emergency funds 
are a smaller percentage of large than of small capitals. 
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proportionately with the amount invested. Therefore, they will 
impose less relative financial burden upon the wealthier man and 
thereby enable him to secure more than a proportionate return on 
his investment. 

It may be concluded, therefore, that even in these days of the 
corporation, Seligman’s assumption carries more truth than his 
critics would have us believe.’ Whether or not this assumption 
leads logically to progressive taxation is another question. 

It is possible, however, to admit that the ability to make money 
increases at a faster rate than does the quantity of income, and 
still find it necessary to reject the faculty theory as a legitimate 
basis for progressive taxation. First, even on the production side, 
it is still necessary to measure and compare the real cost of the 
incomes originally invested.“ It is necessary, for example, to 
know whether or not they were “windfalls,” or derived from la- 
bor. Second, the application of the faculty theory requires the 
measurement and comparison of the psychic “sacrifices of disposi- 
tion” of income in taxation. This demand carries with it, of 
course, the difficulties and limitations of the sacrifice theories. 
And, third, because the faculty theory is in reality a Janus-faced 


sacrifice theory, it shares the ethical shortcomings of the other 
members of the sacrifice family. 


Ill. THE SURPLUS-INCOME THEORY 
A case for progressive taxation is constructed by J. A. Hobson 
upon two postulates: (1) that only the “surplus” element in in- 
come is indicative of ability to bear taxes and (2) that the greater 
the income, the greater the ratio of the “surplus” to the “cost” 
element.*? 


% Seligman’s argument for the vaiidity of the assumption that “money makes 
money” is based upon the size of the income. The argument in the present article 
turns upon the absolute amount of investment funds and also upon the fact that the 
ratio of investment funds to the subsistence funds of an individual increases with 
successive increases in his income. 

6 “‘4 man’s ability to pay taxes,’”’ writes Seligman, “is to be measured not only 
by the relative burden imposed upon him in parting with this wealth, but also by the 
relative ease with which he has acquired his wealth” (Studies in Public Finance, 
p. 188). 

69 J. A. Hobson, Taxation in the New State (London, 1919); Economics and Ethics 
(Boston, 1929); Economics of Unemployment (London, 1922). 
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Briefly, Hobson defines surplus income as those “elements of 
income which do not ‘dry up’ under taxation and the taxing of 
which does not disturb industry.’’”® The characteristics of the 
cost element in income are, of course, the reverse. Taxes levied 
upon cost elements will, in the long run, be shifted; those levied 
on surplus elements will not. Shifting takes place through a re- 
duction of the supply in the schedule sense with a consequent 
decrease in demand in the market sense. Therefore, taxes which 
are shifted have repressive effects on both production and con- 
sumption. On the other hand, taxes upon surplus elements leave 
the supply schedules of the taxed factors unchanged and, there- 
fore, do not alter the position of the points at which they cut the 
respective demand schedules. 

Hobson recognizes, however, that in the taxation of either the 
cost or the surplus elements there is a decrease in private pur- 
chasing power which is presumably offset by an increase in public 
purchasing power. But, while total purchasing power may re- 
main the same, it may undergo significant qualitative changes. 
For example, when the government taxes surplus income, it di- 
minishes the funds which are the principal source of savings and 
investments. The government might then spend these funds in 
such manner as to increase the demand for consumption goods. 
When, however, the government levies taxes only against the cost 
elements, it decreases private demand for consumption goods but 
leaves practically undiminished the quantity of funds destined 
for investment channels. 

In his general argument, Hobson attempts to establish the 
verity of the following generalizations: (1) that oversaving or 
underconsumption is the cause of the business cycle, (2) that 
savings come primarily from surplus income, and (3) that the 
greater the income, the greater the ratio of surplus to cost ele- 
ments. He accordingly concludes that progressive taxation is one 
means of mitigating industrial fluctuations. 

Hobson assumes the dual role of ethicist and economist. His 
theory of progressive taxation is at once normative and scientific. 
As an ethicist, he regards industrial fluctuations as undesirable 


1° Taxation in the New Stale, pp. 24-25. 
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economic phenomena and their mitigation as a desirable social 
objective. As an economist, he attempts to show that progressive 
taxation is a logical and effective means to this end. And whether 
or not Hobson’s ethical or economic position is found acceptable, 
it must be admitted that he has stated and related the ethical 
question of end and the economic question of means in such 
fashion as to make possible their intelligent discussion. 

Sir Josiah Stamp questions the reality of Hobson’s assumption 
that the greater the income, the greater the ratio of surplus to the 
cost element.” He also points out that Hobson himself recognizes 
the difficulty of distinguishing, in practice, between the surplus 
and cost elements of income.” 

In reply to Stamp, Hobson could argue legitimately that the 
soundness of his general argument for progression does not depend 
wholly upon the distinction between surplus and cost. He could 
maintain that the validity of his oversaving theory of the business 
cycle rests not upon the assumption that the greater the income 
the greater the ratio of surplus to cost elements, but upon the fact 
that the ratio of savings to expenditures for consumption goods is 
much greater in the case of the large than in that of the small 
incomes.” 

It is a familiar fact that oversaving is not widely accepted by 
competent students of the business cycle as the one and only 
important antecedent condition to industrial depression. How- 
ever, many would agree with Professor Hansen’s statement: 


We know that one of the characteristic features of a boom period is a 
tendency toward an excess investment in fixed capital. Indeed, one may say 
that the essence of the ups and downs of business is a general rise in invest- 
ment in fixed capital in a boom and a substantial cessation of investment in 
fixed capital in depression.74 


It seems, therefore, that statistical data relative to the ratio 


™ Op. cit., pp. 43-44. 

” Ibid., p. 43. 

73 H. G. Moulton, The Formation of Capital (Washington, D.C., 1935), pp. 136 
54; Income and Economic Progress (Washington, D.C., 1935), pp. 40-46; Hobson, 
Economics of Unemployment, pp. 29-84. 

™ Alvin H. Hansen, Hearings before the Commitiee on Ways and Means, House of 
Representatives, on H.R. 4120 (74th Cong., 1st sess.), p. 374. 
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of savings to size of income and modern business cycle theory 
establish a general presumption in favor of progressive as distinct 
from either proportional or regressive taxation as a means to 
greater industrial stability. 

To many the desirability of greater industrial stability doubt- 
less seems obvious. Ethicists would require, however, that Hob- 
son define “the desirable’ and also that he give his reasons for 
believing that it would be secured in higher degree by greater 
industrial stability. ““Nowhere,” writes Wolfe, “does Hobson get 
down to a concrete and definite statement of the content of wel- 
fare, or give us an objective standard by which the difference 
between ‘higher’ and ‘lower’ values can be measured. ... . Fail- 
ure to make any such attempt is a great deficiency, one feels, in 
Hobson’s work.’’’s 


IV. THE SOCIAL IMPORTANCE THEORY 


In an earlier section of this article it was explained why Sir 
Sydney Chapman refused to accept the principle of diminishing 
marginal utility as a basis for progressive taxation. In the devel- 
opment of his positive theory of progression, Sir Sydney discards 
the psychological preconceptions of the sacrifice theories and 
substitutes in their stead the ethical postulate that 
the wants satisfied by the earlier increments to income are usually of more 
importance socially than the wants satisfied by later increments to income 
whether the satisfaction of the former causes more utility or not. In speaking 
of the equity of taxation, we are obviously talking ethics, and therefore the 
wants primarily dealt with must be adjudged not according to the value of 
their satisfaction in fact (positive value), but according to the value of their 
satisfaction in a moral scheme of consumption (normative value).* 

Here is definitely a theory which represents a step, although 
only a short one, in the right direction. Like Hobson, Chapman 
recognizes that the question of the proper distribution of the 
burden of taxation is primarily an ethical rather than a psycho- 
logical problem. He fails, however, to establish adequately spe- 
cific standards by which social importance or moral worth may 
be measured. It is this fact which makes it impossible to deter- 

8 Op. cit., pp. 216-17. 

* Op. cit., p. 34. 
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mine the degree of relationship between the social importance and 
the rate of income. Without the knowledge of this relationship, 
and with no standards suggested for its determination, Chap- 
man’s theory is without practical significance. 


V. THE SOCIO-POLITICAL THEORY 


The merit of the socio-political theory as a basis for progression 
lies in the fact that it is cognizant of the necessity of “following 
through” along the path which both Hobson and Chapman 
abandoned after too short a distance. 

Both Hobson and Chapman accept the fundamental thesis of 
the socio-political theorist. That is to say, they recognize that 
“the question of equity in taxation cannot be discussed inde- 
pendently of the equity of the whole existing order.”’’ Like 
Adolph Wagner, they base their case for progression upon the 
belief that the existing social order is incompatible with maximum 
welfare.”* They do not go so far, however, as did Wagner in 
setting up the objective conditions of welfare. And Wagner failed 
to go so far in this direction as Wesley C. Mitchell would have the 


economist go. 
In his treatment of welfare, Professor Mitchell writes: 


In becoming consciously a science of human behavior economics will lay 
less stress upon wealth and more stress upon welfare. Welfare will mean not 
merely an abundant supply of serviceable goods, but also a satisfactory 
working life filled with interesting activities. 

At present welfare thus conceived is rather vague, but it is capable of 
being made objective and definite in reference to such matters as food 
clothing, shelter, sanitation, education, fatigue, leisure. And this realm of 
the definite in welfare will be expanded steadily by quantitative methods, 
so that we shall develop a criterion of welfare applicable to many lines of 
effort.79 


7” Taussig, op. cit., p. 509. 

8 For a concise statement of Wagner’s position see the excerpts in Bullock’s 
Selected Readings in Public Finance (Boston, 1924), pp. 254-58; and in Donald O. 
Wagner, Social Reformers (New York, 1935), pp. 490-506. 

7” W. C. Mitchell, ‘“‘The Prospects of Economics,”’ in The Trend of Economics, 
ed. R. G. Tugwell (New York, 1924), p. 31. Professor J. J. Spengler argues for the 
construction of a composite index of welfare expressed in objective terms without 
psychological implications (‘‘Have Values a Place in Economics?” International 
Journal of Ethics, XLIV [1933-34], 313-31). 
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Mitchell suggests the direction which the development of the 
socio-political theory should take, but the implications of his sug- 
gestion remain to be worked out. The remainder of this article 
will be devoted to this task. 

Objective criteria of welfare are not ends in themselves. They 
must be thought of as the basic economic, political, and social 
conditions under which there would be the optimum opportunity 
for the fullest development of the intellectual, moral, and physical 
capacities of every member of the state. 

With objective criteria of welfare established, it would be pos- 
sible to decide in favor of or against progressive taxation upon 
the basis of its probable effect upon these desiderata.*® For ex- 


8° Individuals might be agreed as to ends but in disagreement as to the best 
means to their attainment. For example, Lutz, Stamp, and Taussig have little or no 
respect for progressive taxation as a means of improving social conditions, yet they 
would agree that social improvement is desirable. Wagner would agree that social 
improvement is desirable and would argue that progressive taxation is one of the 
most effective means to that end. Here we have the basis for an honest difference of 
opinion. 

The opinion of Lutz, Stamp, and Taussig rests upon the reasoning that progres- 
sive taxation must be an ineffective means of social improvement because it deals 
with “‘results” and not with “‘causes.”’ In modern scientific discussion, ‘‘cause’’ 
means only “‘a significant antecedent condition.” With this concept of ‘‘cause,”’ 
it is evident that what is ‘‘cause”’ and what is ‘‘result”” depends upon the point at 
which we first break the chain of circular concatenation of the phenomena under 
investigation. 

For example, let us start with the statement that the “‘cause”’ of great inequality 
in the distribution of wealth is the unequal ability of individuals. Therefore, 
progressive taxation would deal with “‘results” and not with ‘‘causes.’’ But sup- 
pose we start with unequal opportunities and see that they are a significant ante- 
cedent condition to or the ‘‘cause”’ of unequal abilities. What was ‘‘cause”’ from the 
old starting-point is now ‘‘result” under the new. Unequal opportunities have be- 
come the “‘cause.”” Obviously, progressive taxation by mitigating inequalities in the 
distribution of wealth could, if coupled with a wise program of public expenditures, 
decrease the inequalities of opportunity. 

The penetrating discussions of causality which are to be found in Wilhelm 
Windelband’s Introduction to Philosophy (New York, 1921) and in Karl Pearson’s 
The Grammar of Science (3d ed.; London, 1911), cause one to doubt the validity of 
the position of Lutz, Stamp, and Taussig. And, even if one thinks only in terms of 
cause and effect in the sense in which these terms are used by Lutz, Stamp, and 
Taussig, he must acknowledge the wisdom of Marshall’s statement that “‘in econom- 
ics the full effects of a cause seldom come at once, but often spread themselves out 
after it has ceased to exist”’ (op. cit., p. 109). 

For the opinion of Lutz, see his Public Finance (3d ed.; New York, 1936), pp. 
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ample, if both regularity of production and employment are 
adopted as objective criteria of welfare, a proposal for progressive 
taxation would be accepted or rejected, other things being equal, 
upon the evidence that progression would mitigate or accentuate 
industrial fluctuations.** It would be necessary, of course, to 
weigh the probable effects of progression upon these two de- 
siderata against its probable effects upon other selected desidera- 
ta, final decision being made in favor of a tax rate structure which 
would affect most favorably the totality of conditions embraced 
in the entire list of objective desiderata. 

This method of reaching a decision presents grave difficulties; 
and it cannot give complete assurance that the best decision will 
always be reached. It is reasonable, however, to expect that with 
this method the best decision is most probable. And this is be- 
cause of the fact that by the use of this method the most signifi- 
cant questions arise logically. 

In a world in which change is inevitable the criteria of welfare 
themselves cannot be static. But the fact that criteria of welfare 


369-78. Stamp’s position is set forth in of. cit., pp. 170-77. Taussig’s argument 


appears in op. cit., pp. 513-14. 

& To my knowledge, the closest approximation to this method of reaching a de- 
cision for or against progressive taxation has been made by Professor Henry C. 
Simons. On the first page of his brochure, A Positive Program for aissez Faire, 
Professor Simons writes: ‘There is in America no important disagreement as to 
the proper objectives of economic policy—larger real income, greater regularity of 
production and employment, reduction of inequality, preservation of democratic 
institutions. The real issues have to do merely with means, not with ends (or in- 
tentions) ” (Italics are mine.) Later in his study (pp. 26-30), Professor Simons 
advocates progressive taxation as a means of reducing inequality. He makes his 
argument convincing without resort to any of the heroic psychological assumptions 
of the sacrifice theories. In chap. i of a more recent study, Personal Income Taxation 
(Chicago, 1938), a volume which did not reach me until I had completed my present 
manuscript, Professor Simons subjects the sacrifice thecries to brief but stimulating 
criticism. 

Mr. J. M. Keynes also approaches this method. He writes: ‘“The outstanding 
faults of the economic society in which we live are its failure to provide for full em- 
ployment and its arbitrary and inequitable distribution of wealth and incomes.” 
He then argues for the income tax and surtax and death duties [progressive taxation] 
as means \.i correcting these faults (The General Theory of Employment Interest and 
Money (London, 1936], pp. 372-74). Keynes’s method has, however, the identical 
ethical limitations of the Hobsonian method (see above, p. 493). 
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are subject to change is not a valid reason for rejecting Mitchell’s 
proposal. In a democratic state we are repeatedly faced with the 
problem of making and remaking decisions as to whether more or 
less of this or of that will serve to maximize welfare. 

In these decisions conflicts between objective criteria, e.g., 
better housing versus less leisure, and conflicts of individual in- 
terest, e.g., more leisure for Jones versus less leisure for Smith, 
must be settled by intersubjective agreement reached by free 
citizens under political conditions most conducive to the plasticity 
and mutuality of individual interests.* It is under such condi- 
tions that a decision for or against progressive taxation is most 
likely to be made with maximum rationality and greatest proba- 
bility of increasing welfare. 

The superiority of this approach over that of the sacrifice 
theories as a basis upon which to decide the case for or against 
progressive taxation rests upon the following considerations :*4 


1. According to my version of the socio-political theory, the question of pro- 
gressive versus proportional or regressive taxation is one which must be 
decided by ethical judgment rather than by psychological measurement. 

. As social beings, we do and must make ethical judgments, but we are not 
called upon to attempt to measure the psychic magnitudes involved in 
the sacrifice theories. 

. The socio-political theory, in the form proposed in this article, offers sug- 
gestions not only as to the nature of the judgments which must be made 


& The difficulties in the way of the construction and use of objective criteria in 
economics are discussed by Viner, op. cit., pp. 642-59. 


83 The prescription of such political conditions is beyond the scope of this paper. 
It seems obvious, however, that they could exist only in a democracy. 

Students of ethics will recognize my general acceptance of Professor R. B. Perry’s 
ethical imperative that the individual should conform himself ‘‘to those principles 
which harmonize life with life, and bring an abundance on the whole out of the fruit- 
fulness of individual effort’’ (The Moral Economy [New York, 1909], p. 113). 

In the development of the concluding section of this article, I have had the bene- 
fit of the suggestions and criticisms of Professor Henry Waldgrave Stuart, of the 
department of philosophy of Stanford University. 


*s The nature of the superiority of the socio-political theory over the surplus- 
income and social importance theories was pointed out on p. 494. The superiority 
of my adaptation of the socio-political theory over the two latter theories is greater 
in degree, but not different in kind, than the superiority of Wagner’s socio-political 
theory over these theories. 
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but also as to the conditions under which rational judgments are most 

probable. 

. Many, if not all, of the objective criteria of welfare, e.g., food, clothing, 
shelter, leisure, employment, etc., lend themselves to quantitive measure- 
ment. Psychic magnitudes do not. 

. The substitution of the proposed socio-political theory for the sacrifice 
theories replaces a naive utilitarian ethic with an ethic more in harmony 
with recent and contemporary ethical theory. 

The validity and significance of the considerations which have 
just been enumerated are, I believe, sufficient to establish my 
version of the socio-political theory as the most reasonable basis 
upon which to decide the case for or against progressive taxation. 
This method does not, of course, permit us to reach a decision 
a priori. 

Progressive taxation cannot be declared to be more desirable 
than either regressive or proportional taxation unless it can be 
sown that progression will increase to a higher degree than will 
either regression or proportionality the objective desiderata 
which have been established by intersubjective agreement. In a 
state in which there is intersubjective agreement that the objec- 
tive criteria of welfare are already at their optimum, both pro- 


gressive and regressive taxation will be rejected in favor of propor- 
tionality. Proportional taxation will cause the least disturbance 
of the status quo. 

In short, my conclusion is this: There is no categorical answer 
to the question, “Should taxation be progressive?’ There is, how- 
ever, one most rational method of arriving at the correct answer 
to this question. 





STOCKHOLDERS’ LIABILITY UNDER THE 
NEW YORK ACT OF MARCH 22, 1811 
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E New York Act of March 22, 1811, entitled “An Act 
Relative to Incorporations for Manufacturing Purposes,” 
has long been recognized.as a landmark in the history of 
the law of American business corporations and of public policy 
with respect to their use. Under this statute, and within a period 
of five years from its effective date, five or more persons could, by 
mere compliance with certain rules of procedure, form corporate 
bodies to engage in certain designated lines of industrial manu- 
facture. Corporations thus formed might endure for twenty years 
from the date of filing of their “certificates in writing.”’ This was 
truly a privilege, for at that time in other jurisdictions and in 
New York also, except in the industries designated in this act, 
incorporation for business purposes could be had only by the 
method of the private or special act of legislature. 

The New York Act of March 22, 1811, set forth, in addition 
to the procedures to be followed in forming the corporations au- 
thorized by it, the list of corporate powers which would be secured 
thereby—continuous succession under a corporate name, the right 
to sue and be sued, the right to have, alter, and use a common seal, 
and the right to purchase, hold, and convey property. The stat- 
ute provided for management by “trustees,”’ not more than nine 
in number, who had the power to make by-laws and in general 
the powers essential to management. The capital stock of a com- 
pany formed under the act could not exceed $100,000. Trustees 
might “call” for payments on subscriptions and make rules re- 
garding forfeiture of stock for unpaid calls. The funds of a com- 
pany formed under this law might not be used in banking transac- 
tions, to purchase bank stock, or to purchase “any public stock 
whatever,” nor could such funds be used for any other purpose 
than those specified in the publicly filed certificate of incorporation. 
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Section 7, with the subject matter of which this present article 
deals, read in part as follows: 


.... That the stock of such company shall be deemed personal estate, 
and be transferable in such manner as shall be prescribed by the laws of the 
company; and... . for all debts which shall be due and owing by the com- 
pany at the time of its dissolution, the persons then composing such com- 
pany shall be individually responsible to the extent of their respective shares 
of stock in the said company, and no further 


Just what was this individual responsibility of stockholders? 
Was it “limited liability” in the sense in which that expression is 
commonly employed? Or was it really “double liability?”” Was 
a stockholder responsible merely that his stock be fully paid? Or 
could he be held “individually responsible” for an amount equal 
to the par of his shares over and above the full payment of a sub- 
scription at par? The former of these interpretations, that of 
“limited liability,” has been accepted by competent scholars," 
and one therefore hesitates to question its correctness. Neverthe- 
less, the language of the statute is ambiguous. The use of the 
words “individually responsible” arouses a suspicion that double 
liability was intended. It is known also that at that time it was 


* See H. R. Seager and C. A. Gulick, Trust and Corporation Problems in the United 
States, p. 16; also Shaw Livermore, ‘‘Advent of Corporations in New York,’ New 
York History, XVI, No. 3 (July, 1935), 286-98, especially the footnote on pp. 295-96. 
In this footnote Professor Livermore says that ‘‘most of the concerns organized 
under this law failed and because of their limited liability creditors were frequently 
defrauded.” In another place Professor Livermore described the situation with 
respect to stockholders’ liability by saying: ‘“There was a clause imposing a pro- 
portional liability upon any stockholder who had received a distribution of assets 
upon dissolution” (‘Unlimited Liability in Early American Corporations,” Journal 
of Political Economy, XLITI, No. 5 [October, 1935], 674-87 [the quoted passage is to 
be found at p. 685]). The present writer can find in the text of the statute no basis 
for this statement. Dissolution was set forth as an event necessarily precedent to the 
imposition of individual liability; but obviously dissolution may occur without any 
precedent distribution of assets to stockholders. Incidentally, Professor Livermore 
appears to be in error in stating that the limit of capitalization in any one case was 
$50,000 and of duration five years. The limits set by the statute were, respectively, 
$100,000 and twenty years. 

See also W. W. Cook, “‘ ‘Watered Stock’—Commissions—‘Blue Sky Laws’— 
Stock without Par Value,’”’ Michigan Law Review, XIX (1921), 583-98. On p. 583 
this author said: ‘Stockholders’ exemption from liability for corporate debts is a 
modern invention. It was not until 1811 that New York extended that exemption to 
stockholders in manufacturing corporations.” 





STOCKHOLDERS’ LIABILITY IN NEW YORK, 1811 = 501 


not at all uncommon for legislators to impose upon stockholders 
personal liability in excess of the obligation to pay one’s sub- 
scription in full. With these conditions and considerations in 
mind, the present writer has been led to search the reports of the 
New York courts to ascertain, if possible, what was the judicial 
construction of section 7 of this statute. To summarize in advance 
the results of his investigation he has found that the New York 
courts decided that the Act of March 22, 1811, imposed double 
liability upon the stockholders of the corporations formed under 
its authorization; but that this-interpretation was evolved only 
gradually, as cases arose involving different combinations of con- 
ditions. 

There are two cases to be studied. The first, both chrono- 
logically and logically, is that of Slee v. Bloom. 

The Dutchess Cotton Manufacturing Company was incorpo- 
rated on December 12, 1814, under the Act of March 22, 1811, 
at the instigation of Slee, the plaintiff in this case, who owned a 
cotton-mill near Poughkeepsie for which he desired financing on 
a corporate basis. He associated with himself in this incorpora- 
tion Bloom and others, who became defendants in this suit; and 
one feature of the incorporation was the fact that Slee made his 
contribution to the corporate fund by selling to the corporation 
his factory, machinery, and stock in trade at a valuation deter- 
mined by negotiations between the treasurer and secretary of 
the corporation on the one hand and on the other Slee, who was 
also the president of the corporation. Slee’s own subscription to 
the capital stock of the corporation was “‘paia’’ iu full by deduct- 
ing appropriate amounts from the amount due to him from the 
company as the purchase price of his cotton-mill. Another sub- 
scriber, Cunningham, made full payment for his shares, but later 

?On this point see inter alia Shaw Livermore, ‘“‘Unlimited Liability in Early 
American Corporations,” Journal of Political Economy, XLIII, No. 5 (October, 
1935), 674-87; E. M. Dodd, “‘The First Half Century of Statutory Regulation of 
Business Corporations in Massachusetts,’ Harvard Legal Studies (1934), pp. 65- 
132, esp. pp. 87-95; and J. G. Blandi, Maryland Business Corporations, 1783-1852 
(Baltimore: Johns Hopkins Press, 1934), chap. iv. 

35 Johns. (N.Y. Ch.) 366; 19 Johns. (N.Y. Com. Law) 456; 20 Johns. (N.Y. Com 
Law) 669. 
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sold them to Pells, who in turn was named a defendant in the suit 
by Slee. The other subscribers to the capital stock of the com- 
pany had served upon them by the “trustees” of the company 
a series of calls of relatively small amounts per share, in all aggre- 
gating $50 on each share of $100 par value, the last of the series 
being a call of $25 on April 27, 1816. At this juncture the stock- 
holders generally neglected to pay the calls, and it was voted in 
June of 1816 to commence suits to enforce payment. Business 
operations being very unsatisfactory, it was voted by the trustees 
on October 19, 1816, that it was inexpedient to continue factory 
operations. Slee, who was not only president but also superin- 
tendent, was directed to close the factory, discharge the employ- 
ees, and take care of the property. The trustees appointed a com- 
mittee to examine the accounts and settle with Slee. The net 
result of the investigations which is significant for our purposes 
was that there was owing to Slee a sum slightly in excess of 
$23,000. Slee, being pressed for the payment of a note given to a 
bank, commenced a suit against the company on a bond signed 
by the president, treasurer, and secretary, and sealed with the 
corporate seal. This was in January, 1817. On August 18, 1817, 
the trustees passed a resolution, Slee assenting, to the effect that 
any person might transfer his stock, and be discharged from any 
future calls, on paying up the calls of 50 per cent, which had al- 
ready been made, plus certain costs; “and that no proceedings 
should be had to enforce the payment of further calls, other than 
by way of forfeiture.”’* Two stockholders, Hoffman and Reynolds, 
complied with the terms of this resolution. But, in general, it 
had little effect in producing the payment of calls, and on No- 
vember 3, 1817, the trustees passed another resolution, this time 
to lease the factory for three years, and to the effect that “the 
stockholders might have the privilege of forfeiting their stock to 
the Company, by paying up thirty per cent. on their shares.” 
Slee opposed this resolution, but most of the stockholders availed 
themselves of it and abandoned the factory. Various financial 


45 Johns. (N.Y. Ch.) 369. 
$ Ibid. 
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operations, the details of which are of no concern to us in the 
present connection, took place between October, 1817, and Feb- 
ruary, 1818, whereby the property of the company was liquidated 
and the net proceeds applied to the settlement of Slee’s claim 
against the company, leaving Slee finally with an unsettled claim 
of nearly $19,000. There was no meeting of the stockholders sub- 
sequent to May, 1817, or of the trustees subsequent to December, 
1817. No formal procedure had been gone through with, if any 
were possible under the law, to effect a dissolution of the com- 
pany; but, as a matter of fact, the corporation and all its affairs 
had been abandoned, and apparently on such terms as not to 
permit demands upon stockholders for the payment of additional 
calls on their stock subscriptions. Slee, the plaintiff in this suit, 
on April 24, 1819, filed a bill in the Court of Chancery praying 
that each of the solvent stockholders who was made a defendant 
should be ordered to pay on each share of stock subscribed by 
him “such sum or balance” as should be sufficient to pay Slee 
the debt due to him from the company, with interest, and to 
indemnify him for certain losses alleged to have been sustained 
“by the unjust and oppressive conduct of the trustees and stock- 
holders.’ 

It is perhaps noteworthy that the report of this case in the 
lower court does not in its description of the plaintiff’s bill make 
any reference to section 7 of the Act of March 22, 1811. It is 
stated, however, that the plaintiff prayed to have “such other 
and further relief, by a decree against the defendants, in their 
individual capacities, or as members of the said corporation, if 
they pretend that the same has not been already dissolved, as 
the nature of his [the plaintiff’s] case may require.”’ Thus it was 
suggested that there were two possible bases upon which Slee 
might found his claim: that of unpaid calls on subscriptions of 
$100 per share and that of statutory liability following dissolu- 
tion of the company. 

Such an analysis of the situation appears clearly to have been 


6 Tbid., pp. 371-72. 
7 Ibid., p. 372. 
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accepted by plaintiff’s counsel, who urged upon the court that 
when the defendants subscribed to pay $100 per share 

they became members of the corporation, interested in its property, and 
liable for all its debts, to the extent of the stock subscribed, by calls, during 
the existence of the corporation; and, by the seventh section of the act under 
which the corporation was formed, after its dissolution.® 

Counsel for the plaintiff contended inter alia that stockholders 
who had paid 50 per cent in calls were not, by the resolution of 
August 18, 1817, discharged from the plaintiff’s demand; and 
that the plaintiff could not be restricted in his demand to 50 per 
cent of par of the stock so far as concerned those stockholders 
who had paid only 30 per cent. He pointed out also that the 
plaintiff had not only not assented to the resolution of November 
3, 1817, but on the contrary had protested it, and that he could 
not be bound by it. 

Counsel for the defendants contended inter alia that the resolu- 
tions of August 18, 1817, and November 3, 1817, had been effec- 
tive to discharge the defendants to whom they applied from lia- 
bility for any further contribution to the company for the benefit 
of the plaintiff creditor. He urged also that “‘the stockholders are 
not individually liable to creditors, until the period for which the 
Company was incorporated, had expired; and the proper, and 
only remedy for creditors, was to compel the trustees to enforce 
payment of the subscriptions of the stockholders.”® That is to 
say, the defendants rested their case upon the contention that 
the corporation had not yet been dissolved, that consequently 
the seventh section of the Act of March 22, 1811, could not apply, 
that this case was fundamentally one relating to calls on stock- 
holders’ subscriptions rather than to the individual statutory 
liability of stockholders following the dissolution of the corpora- 
tion, and that further liability for calls had been eliminated by 
the resolutions of August and November, 1817. 

The court’s decision went to the defendants. The chancellor 
said that the first and leading question was whether the corpora- 
tion had been dissolved so as to enable the plaintiff to make his 

8 Ibid., pp. 373-74. The passage quoted is found on p. 374. 

9 Ibid., pp. 375-76 
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demands upon individual members of the company. He answered 
this question in the negative, on the ground that the dissolution 
of a corporation could be accomplished only by certain formal 
procedures. He declined to accept as determining a de facto aban- 
donment of the affairs of the corporation by its stockholders. Sec- 
ond, the chancellor considered that, even if the corporation were 
held to have been dissolved, the plaintiff as a creditor was barred 
by the resolutions of August 18, 1817, and November 3, 1817, 
from making claims against individual stockholders. The plain- 
tiff, in the chancellor’s view, was Lound by his assent to the 
resolution of August 18, 1817; and while he had protested the 
resolution of November 3, 1817, the benefit of his protest was 
held to have been waived by his subsequent conduct in sitting 
silent in the face of certain newspaper publicity which had omitted 
public notice of his dissent. 

In brief, the chancellor declared the plaintiff not entitled to 
sue the defendant stockholders as individuals and that he had 
no claim against these stockholders for deficiencies with respect 
to the calls upon their shares. He dismissed the bill. 

This was on July 19, 1821. Slee appealed his case and in Feb- 
ruary, 1822, it was tried in the Court of Errors. Counsel for the 
appealing plaintiff again indicated in his argument that he be- 
lieved a distinction should be made between stockholders’ liability 
on account of unpaid calls and their liability under section 7 
of the act after dissolution of the corporation. On this point the 
report of the arguments of counsel reads: 

The defendants all subscribed for stock, and received scrip, by which they 
became members of the corporation, and respectively interested in all the 
property belonging to the same, and liable to the extent of their stock, for all 
debts due from the corporation, by calls during its existence, or, by the 
seventh section of said act, after its dissolution.” 

The decision on this appeal was written by Chief Justice Spen- 
cer, who rejected both the reasoning and the conclusion of the 
chancellor with respect to the question whether dissolution of the 
corporation had taken place. The chief justice denied that any 
special procedure was required to effect dissolution; on the con- 


7 19 Johns. (N.Y. Com. Law) 464. 
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trary, he accepted the de facto dissolution as valid to meet the 
requirement of the statute. Pells, the transferee of Cunningham’s 
fully paid shares, he absolved from liability to creditors on the 
rather unconvincing ground that Slee had already benefited by 
Cunningham’s payment in full." Hoffman and Reynolds, who 
had complied with the provisions of the resolution of August 18, 
1817, by paying their calls up to 50 per cent of par, were also 
absolved from any requirement of further payments. Justice 
Spencer’s view was that Slee, having assented to the resolution, 
must adhere to his assent so far as concerned stockholders who 
had fulfilled its terms. As to certain others of the stockholders 
who had not acted upon the 50 per cent proposal of August 18, 
1817, the chief justice held that the court could not say to Slee 
that he must now, after such a lapse of time, adhere to a proposal 
which these persons had rejected. And as to the 30 per cent pro- 
posal of November 3, 1817, the court held that it could not be 
enforced to protect certain assenting stockholders in the face of 
Slee’s failure to assent. The chief justice rejected as “‘so destitute 
of foundation, that it does not deserve a serious refutation” the 
argument that Slee had been guilty of fraudulent representations 
as to the value of the property which he had sold to the corpora- 
tion. The net result, in which all but one of those members of 
the court who participated in the hearing of the case concurred, 
was that the decision of the chancellor was reversed. The case 
was sent back to the Court of Chancery with instructions to 
enter a decree declaring all the respondents, with the exception 
of Hoffman, Reynolds, and Pell, liable individually to the extent 
of their respective shares in the stock of the company, and no 
further, to pay the debt to Slee; but that this liability should be 

1 The chief justice said: ‘‘I can perceive no principle on which he [Pells] can be 
charged. If even there could be any doubt in such a case, with respect to creditors 
who have no concern in the institution, there can be none in this case, for the ap- 
pellant [Slee] has been benefitted by this very payment [by Cunningham]”’ (ibid., 
pp. 482-83). This language strongly suggests that Chief Justice Spencer looked upon 
this case as involving merely a question of unpaid calls rather than of extra liability; 


but the reference to Slee as having benefited by Cunningham’s full payment diverts 
attention from what in all likelihood was the chief Justice’s view on the more funda- 


mental question. 
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diminished by the amount of the payments which these stock- 
holders had made on their calls. 

It cannot be emphasized too strongly that the chief justice of 
the Court of Errors based his conclusions primarily upon that 
which he accepted as a fact, namely, that the company had been 
dissolved. Rejecting emphatically the argument that the dissolu- 
tion of the corporation required the observance of certain formal 
procedures, he said: 

In point of good sense, this corporation was dissolved, within the meaning 
and intent of the act, as regards creditors, when it ceased to own any prop- 
erty, real or personal, and when it ceased, for such a space of time, from doing 
any one act manifesting an intention to resume their corporate functions. 
The end, being, and design of the corporation, were completely determined; 
and if even it had the capacity to reorganize and reinvigorate itself, the case 
has happened, when, as relates to its creditors, it is dissolved. 

If I am right, thus far, then, by the 7th section of the statute, the persons 
composing the company, at the time of its dissolution, are individually re- 
sponsible, to the extent of their respective shares, for the debts then due, and 
owing, by the company.” 

It must be clear from the foregoing that the chief justice based 
his conclusion that the stockholders were liable upon section 7 
of the act rather than upon the legal obligation of stockholders, 
quite apart from the provisions of this statute, to pay calls upon 
their subscriptions. We have already noted that counsel for Slee 
had argued that there was such an obligation. And it may also 
be appropriate to call attention to the fact that this matter of the 
obligation to pay calls had already been adjudicated in the Court 
of Chancery in a case involving this same company. In Dutchess 
Cotton Manufactory v. Davis" the court had decided that a person 
who becomes a stockholder of a corporation by signing a sub- 
scription agreement to take shares of the company at some stipu- 
lated amount is liable at the suit of the company to pay the calls 
ordered by the trustees in accordance with the agreement. But 
the chief justice did not rely primarily upon this case or upon 
similar cases. Although he clearly indicated that he accepted the 
correctness of this earlier decision of the Court of Chancery, he 

” Ibid., p. 477. 

"314 Johns. (N.Y. Com. Law) 283. 





508 STANLEY E. HOWARD 


preferred to base his present decision upon the condition that 
the corporation had been dissolved and that there was under this 
condition definite statutory liability. He added: 

If, however, the corporation was not dissolved, I have no doubt that upon 
the principles of the case of Dr. Salmon v. The Hamborough Company (1 
Cases in Ch. 204, and in 1 Kyd on Corp. 273), the appellant would be entitled 
toa decree in his favor. I forebear going into that case, for I do not feel that it 
is necessary." 

Furthermore, it must be observed that the conclusion of the 
chief justice in Slee v. Bloom, upon whatever ground based, es- 
tablished no doctrine of stockholders’ liability more severe in its 
operation upon the stockholders than that of what we today know 
as “limited liability.” The assets of the cotton manufacturing 
company had been exhausted. The liability enforced by the Court 
of Errors, although formally based upon the seventh section of 
the statute, was a liability for unpaid subscriptions. It was not 
a liability for something in addition to the total amounts, that is, 
the par values of the shares which the stockholders had agreed 
to pay. It was apparently the view of the chief justice that the 
liability provided by the Act of March 22, 1811, was limited liabil- 
itv in the modern sense. In a paragraph early in his opinion the 
chief justice said: 

The object and intention of the legislature in authorizing the association 
of individuals for manufacturing purposes, was, in effect, to facilitate the 
formation of partnerships, without the risks ordinarily attending them, and 
to encourage internal manufactures. There is nothing of an exclusive nature 
in the statute; but the benefits from associating and becoming incorporated, 
for the purposes held out in the act, are offered to all who will conform to its 
requisitions. There are no franchises or privileges which are not common to 
the whole community. In this respect, incorporations under the statute 
differ from corporations, to whom some exclusive or peculiar privileges are 
granted. The only advantages of an incorporation under the statute over 
partnerships, and the only substantial difference between them, consists in 
a capacity to manage the affairs of the institution, by a few and select agents, 
and by an exoneration from any responsibility beyond the amount of the indi- 
vidual subscriptions.'s 


We do not know with any certainty from a study of the case 


*4 19 Johns. (N.Y. Com. Law) 484. 
8 Ibid., pp. 473-74. Italics have been inserted by the present writer. 
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of Slee v. Bloom what conclusion the chief justice would have 
reached if he had been at that time confronted, not by a situation 
in which the outstanding fact was a failure of stockholders to pay 
calls on their subscriptions, but by a case in which, after sub- 
scriptions had been fully paid, the assets of the corporation had 
been dissipated by business losses. It might reasonably be in- 
ferred from the words italicized above that in such a case the 
Court of Errors would have imposed no personal liability. 

In November, 1822, the case of Slee v. Bloom came again to 
the Court of Errors." The Court of Chancery had, in accordance 
with instructions of the Court of Errors, submitted to one of its 
masters the problem of establishing in detail the amounts of the 
obligations of the various stockholders, a problem which was not 
at all simple because of many complicated transactions which 
have been omitted, as not essential, from the present discussion of 
this case. The master’s report was excepted to on various grounds 
and a great deal of attention was paid to the charges, which were 
renewed, that there had been fraud in the valuation of Slee’s 
factory. But no conclusion was reached on this second appeal 
which was in any fundamental way different from the conclusions 
reached in February, 1822. Again it was Chief Justice Spencer 
who wrote the decision of the Court of Errors. He reiterated his 
view that the liability of the stockholders was clearly established 
upon the basis of section 7 of the statute, adding to his former 
discussion on this point the following remarks: 


This court decided, on the former appeal, that the case contemplated by 
the statute had occurred, that the company was dissolved, and that the 
respondents were chargeable with the debt due from the company to the 
appellant, to the extent of their respective shares of stock in the company. I 
perceive no escape from the conclusion, that the respondents are individually 
liable to the same extent that the company itself was liable. Whatever was a 
debt against the company, is now, by force of the statute, a debt against 
them, and if the company itself was concluded, the respondents are equally 
concluded. As an abstract proposition, it is undoubtedly true, that the trus- 
tees of the company were not the trustees or agents of the individual stock- 
holders. The trustees could not bind the individual members beyond the 
funds of the company, with this qualification, that they could bind the indi- 
vidual stockholders, in the event of the dissolution of the corporation, to the 


*© 20 Johns. (N.Y. Com. Law) 669. 
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extent of their respective shares, and no further. It is on this principle, and 
on this distinction, that the trustees were, in the event which has happened, 
the agents of the stockholders. His honor the chancellor was of opinion, on 
the former appeal, that the trustees were, to a certain extent, the agents of 
the stockholders, for he held, that the resolutions of the trustees were a com- 
pact between the representative and constituent, between the trustees and 
the stockholders, and he decided, that they might, therefore, avail themselves 
of resolutions, to which, in no other sense, were they parties. This principle 
was adopted and approved by this court, with the qualification, that such 
resolutions must be fair and equitable, and not founded in fraud. This court 
gave effect to a resolution, passed with the appellant’s assent, to accept 
jifty per cent. on the shares, while they refused to give effect to a resolution 
subsequently passed, against the appellant’s assent [sic], absolving the stock- 
holders from all further payments, on their paying thirty per cent. on the 
ground that it was a legal fraud. 

I must conclude, therefore, that the respondents are chargeable with the 
appellant’s debt, on the principle that the trustees, as their agents, have con- 
tracted this debt, and because the statute fixes their liability.” 


There was nothing in the chief justice’s opinion in this case, 
as appealed for the second time, which would indicate that he 
had any other view regarding the liability imposed by the statute 
than the view that this was “limited liability,” that is, no liability 
beyond the obligation to pay calls on the subscriptions. With the 
possible exception of the consideration given to the case of Pells, 
who held fully paid shares bought from Cunningham, the issue 
of double liability was not clearly raised in the Court of Errors. 
There is no suggestion in the report of the case that the debt to 
Slee could not be met if all the calls, except those against Hoffman 
and Reynolds, were enforced. In fact, the opposite is indicated, 
for the final order of the court was to the effect that the calls 
unpaid, with exceptions as noted, should be collected, ‘‘or so much 
thereof as shall be necessary to pay the amount due on the said 
[i.e., Slee’s] judgment.””** If there had been no other case adjudi- 
cated under this act than that of Slee v. Bloom, it would seem 
quite clear that the Act of March 22, 1811, had been construed 
as providing limited liability. 

The second case which we have to consider is that of Penniman 
v. Briggs.’ 

17 Ibid., pp. 683-84. 18 Tbid., p. 692. 


191 Hopkins (N.Y. Ch.) 300. Affirmed in Briggs v. Penniman, 8 Cowen (N.Y. 
Com. Law) 387. 
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In 1812 the Cambridge Farmers Woolen Manufactory was 
organized under the law of March 22, 1811. Business reverses 
were severe and by January, 1819, the company had lost all its 
assets. The company thus ceased to hold property, ceased to 
manufacture, or, according to the chancellor, “to act as a corpora- 
tion, in any respect’’;?° except that in July, 1818, there was an 
election of trustees. In July, 1819, Penniman and others, credi- 
tors, brought suit against Briggs and others, stockholders, the 
former seeking satisfaction of their claims under the seventh sec- 
tion of the statute. 

The Court of Chancery reached its decision on December 14, 
1824, and in favor of the creditors. It was held by the chancellor, 
who relied and elaborated upon the opinion of Chief Justice 
Spencer of the Court of Errors in the case of Slee v. Bloom, that 
the Cambridge Farmers Woolen Manufactory was in fact dis- 
solved and that no special legal procedure need be employed to 
satisfy the requirements of the statute as to the fact of dissolu- 
tion. The chancellor said: 


.... The case has happened in which in respect to its creditors, it [the com- 
pany] is dissolved. 


The defendants being responsible to the complainants for the debt due 
from the company, it is referred to a master, to ascertain the proportions of 
that debt, with which the defendants are respectively chargeable." 


Briggs and the other stockholders, thirteen in all, appealed the 
case. Decision was rendered upon the appeal by the Court of 
Errors in December, 1826.” The report of this decision by the 
Court of Errors reveals, first, that there were fundamental dif- 
ferences between the facts in Slee v. Bloom and the facts in Briggs 
v. Penniman; and, second, that in the time which elapsed be- 
tween these two cases the Court of Errors came to be of the 
opinion that the seventh section of the Act of March 11, 1822, 
provided for double liability, not limited liability, as this latter 
expression is commonly understood. 


2° Tbid., p. 301. 
* Tbid., p. 305. 2 8 Cowen (N.Y. Com. Law) 387. 
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The reporter of Briggs v. Penniman says: 

The appellants [i.e., the stockholders] . . . . severally answered, that they 
had paid to the company the price of their respective shares; and most of 
them set up advances severally made by them for the company, for which it 
was indebted to them. One of them also claimed that the company owed 
him a debt of $1500, beside what was due for advances.” 


Counsel for the appealing stockholders, after contending that 
the corporation had not suffered dissolution, said: 


But suppose the corporation was dissolved; this does not render the indi- 
vidual corporators liable; where they have, as in this instance, paid up the 
price of their shares in full. The 7th section . . . . declares individuals liable 
for corporate debts to the extent of the stock owned by them at the time of 
the dissolution; but no farther. The object of the statute was to guard 
against the defect of the common law which would not make them liable to 
that amount, though nothing had been paid by them to the company on 
their shares. Such was the view of this clause taken by this court in Slee v. 
Bloom, (19 John. 456.) The payments made in that case by the stockholders, 
were allowed to diminish their liability. This was expressly directed by the 
court, and made a part of the final decree.*4 


In opposition, counsel for the creditors said in substance: 

The words of the statute are perfectly plain, as to the extent of the appel- 
lants’ liability. It is the value of the shares beyond what is paid in. The 
liability of stockholders is always commensurate with their subscription. 
This is a matter of contract, and may be enforced as such. The statute 
intended to impose an increased liability. 


The Court of Errors upheld the contention of counsel for the 
creditors. Opinions were rendered by two members of the court, 
Judge Woodworth, who in 1822 gave no opinion in the case of 
Slee v. Bloom, because he had not heard the argument in the 
case; and former Chief Justice, now Senator, Spencer. In Briggs 
v. Penniman, Judge Woodwoith said: 

I am satisfied the event has occurred when the stockholders become liable 
to the creditors of the company. 

The statute . . . . declares, that for all debts due and owing by the com- 
pany, at the time of its dissolution, the persons then composing such com- 
pany, shall be individually responsible to the extent of their respective 
shares of [incorrectly printed ‘‘or’’] stock, and no farther. At the time of dis- 
solution, this company were indebted to the respondents, and the appellants 


23 Ibid., p. 388. 4 Ibid., p. 389. 5 Ibid., p. 391. 
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became individually responsible in the words of the act. Every stockholder, in 
a company of this description, incurs the risk of not only losing the amount of 
stock subscribed, but is also liable for an equal sum, provided the debts due and 
owing at the time of dissolution, are of such magnitude as to require it.* 


Former Chief Justice, now Senator, Spencer, whose opinion in 
Slee v. Bloom we have interpreted as indicating that he then 
thought the seventh section of the Act of March 22, 1811, pro- 
vided for limited liability, now said: 


On the second point, that the individual corporators are not liable beyond 
the amount already paid in by them to the company, even if it be deemed 
dissolved, it cannot be necessary to spend much time. The stock subscribed 
and agreed to be paid into the company, became corporate property; and 
when paid in, might be reached by ordinary proceedings; and if not paid in, 
a court of equity would compel the trustees to collect and apply it to the 
payment of debts (Salmon v. The Hamborough Company, 1 Cas. Ch. 204; 
1 Kyd. on Corp. 273, S.C.). The same principle was acted upon in the case 
of Slee v. Bloom, in which the stockholders was [sic] required, in the first 
instance, to pay up the amount of their subscriptions, for the benefit of the 
creditors. This, being corporate property, is a fund for the benefit of credi- 
tors, existing entirely independent of any statutory provision. Then comes 
the act, ... . which declares, that in the event of a dissolution, the stock- 
holders at the time “shall be liable to the extent of their respective shares of 
stock held in such company, and no further.’”’ Surely the legislature did not 
mean to declare, that the stockholders should be liable, as they had already agreed 
to be liable, and as they were liable at common law. Something more was in- 
tended; and it is to my mind very clearly expressed, that the extent of the stock 
held by them should be the measure of their individual liability to creditors. The 
statute does not refer to them in their corporate capacity, but as individual 
stockholders; and it declares their liability, without reference to the amount 
they may have paid in on their stock.?’ 

In the light of these statements by Justices Woodworth and 
Spencer, there would seem to be no doubt whatever that the New 
York General Corporation Law of March 22, 1811, provided 
double liability for the stockholders of corporations organized 
under the act.”® 

* Ibid., p. 392. Italics are by the present writer. 

27 Ibid., pp. 395-96. The italics of certain sentences are by the present writer. 

*8 There was also involved in this case the question of whether and to what 
extent sums due from certain stockholders under the double-liability rule could be 


offset by debts of the company to these stockholders. With this question we have 
ho present concern. 
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The study of these cases involving the interpretation of the 
New York Act of March 22, 1811, does something more than 
determine a detailed question of fact. It now seems quite clear 
that while New York was in point of time ahead of the other 
American states in providing by a temporary statute for incor- 
poration by procedure, it is not true that this New York legisla- 
tion was out of accord with the legislation of other states with 
respect to the matter of stockholders’ liability. At that time it 
was a very common practice of the states in granting charters 
of incorporation to impose upon stockholders some form of ex- 
traordinary liability. In the extreme case, that of Massachusetts, 
a statute of 1809 imposed upon the stockholders of all manu- 
facturing corporations full partnership liability, and not until 1830 
was the burden of this obligation removed. The double liability 
of the New York Act of 1811 was mild in comparison. 

The cases of Slee v. Bloom and Briggs v. Penniman give support 
to the view that in the early years of the nineteenth century our 
courts were feeling their way in the application of legal theory to 
corporations formed for use in profit-seeking enterprise. Prior 
to 1800 the law of corporations was in large part the law of non- 
business corporations or of corporate bodies (such as the Mer- 
chants Adventurers) used for business purposes without true trad- 
ing on a joint stock. It is not to be wondered at that the New 
York Court of Errors within a period of five years changed its 
views regarding the interpretation of a poorly worded statute 
providing for business incorporation by procedure. Rather it is 
to be observed with satisfaction that the elements of the problem 
of liability were so quickly grasped to differentiate between lia- 
bility for unpaid subscriptions and extraordinary statutory lia- 
bility imposed upon the holders of fully paid shares. 





THE GERMAN USE OF UNEMPLOYMENT-INSUR- 
ANCE FUNDS FOR WORKS PURPOSES 


E. B. MITTELMAN 
Washington, D.C. 
I. WORK AS A FORM OF AID 


ERMANY, unlike England or the United States, for 
instance, uses its unemployment-insurance funds for 
work-relief purposes. This it has done ever since it 

formally launched its unemployment-insurance scheme in 1927. 
Considering that unemployment insurance can at best take care 
of only moderate volumes of unemployment, running over short 
periods of time, this is an experiment of considerable importance. 
All other volumes of unemployment, moderate in amount but 
running over long periods of time, the kind that have been known 
to accompany technical changes, and inordinate in amount, the 
kind that accompany a general business collapse, must be handled 
in some other way, including work. This is necessarily so because, 
for one reason or another, the workers entitled to unemployment 
benefits exhaust their rights to them, because the funds cannot 
carry excessive numbers of workers for any length of time, and 
because each new accretion of young workers in a prolonged 
period of unemployment fails to establish its right to benefits. 
Furthermore, in a period of general unemployment secondary 
breadwinners appear who are not ordinarily in the market for 
jobs, but who, because of general unemployment, find it necessary 
to do the best they can to make good the lapse in the earnings of 
the primary breadwinners. For all of these groups work relief 
has become a recognized form of assistance. 

There is also a measure of prevention in work relief which 
cannot be overlooked if only for its secondary effects on the heavy 
industries. A general depression is usually associated with a de- 
pression in the durable-goods industries, particularly on the side 
of capital formation. Any feature in a works program which may 
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have a vitalizing effect on these industries over and above the 
stimulating effect that they may receive indirectly from unem- 
ployment benefits is so much to the good. Such a feature is likely 
to be found in the excess of wages over benefits and in the outlays 
on equipment, however moderate, in connection with work relief. 

The differences between the groups covered by unemployment 
insurance and those covered by work relief can hardly be mis- 
taken, but neither can the close relationship between them on 
the financial and administrative side. For preventive reasons it 
is logically sound for unemployment-insurance schemes to use 
some of their funds for works purposes, just as it is logically 
sound for ordinary insurance schemes to use some of their re- 
sources in preventing contingencies that would otherwise be a 
drain upon their resources. Fire- and accident-prevention cam- 
paigns and health-promotion campaigns are, these days, looked 
upon as economically justifiable expenses in these different fields 
of insurance. If public agencies can, through assistance, be in- 
duced to undertake work which they otherwise would not under- 
take, the gain to the unemployment-insurance fund is quite clear. 
The precise amount of gain is equal to the difference between the 
amount spent in stimulating work relief and the amount that 
would otherwise be spent in insurance benefits. 

The difference between a worker who must fall back on a works 
program and a worker who can still depend on unemployment 
benefits is very often a difference in the technical transformation 
that has overcome the industry of one and not the other and the 
length of time that it takes one to relocate compared with the 
other. If works programs are simply a way oi lowering formerly 
self-sustaining workers down to the level of public support, then 
there is no relation between works programs and unemployment 
insurance; but if they are a means of preserving the stamina 
of workers adversely affected by industrial change, then the re- 
lationship is rather close. 

In all this the German experience leaves much to be desired 
both as to duration and as to scope. Nevertheless, it is worth 
noting, particularly for 1927-33, when the unemployment-insur- 
ance objective, although at times considerably battered, was still 
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substantially true to its original purpose. The works objective, it 
should also be said in advance, resembles much more the program 
sponsored in America by the Public Works Administration in so 
far as it is carried out through private contractors than that of the 
Works Progress Administration done on public account. 


Il. THE GERMAN SCHEME IN STRUCTURAL OUTLINE 


The authority for the German arrangement is section 139 
of the Act on Employment Exchanges and Unemployment In- 
surance, dated July 16, 1927 (“‘Gesetz iiber Arbeitsvermittlung und 
Arbeitslosenversicherung”’).* The section is one of eleven compris- 
ing Division IV of the Act, dealing with measures for preventing 
and ending unemployment. Just as the Act as a whole already 
had a firm foundation in earlier unemployment-relief legislation 
enacted following the war, so the section was pretty well founded 
both in earlier law and in practice.? It authorized the administra- 
tive committee of each state employment office to make loans 
or grants (Grundférderung) out of unemployment funds available 
to it in support of measures calculated to provide work for the 
unemployed in so far as the funds were correspondingly relieved 
by measures taken (wertschaffende Arbeitslosenfiirsorge). Only 
measures of productive value were to be undertaken, especially 
such as were calculated to increase the quantity of home-grown 
food stuffs, raw materials, or other requisites of production. Pri- 
vate undertakings carried on for profit were specifically ex- 
cluded. 

In the way of enlarging this feature of the Act, the federal 
minister of labor was authorized to make additional loans and 
grants out of funds made available to him for productive pur- 
poses (verstdrkie Firderung), the grants to be made only for the 
payment of interest on loans locally made, also for productive 
purposes. This he could do through the federal institution ad- 
ministering the Act, or through the supreme state authorities of 

* Reichsgesetsblatt, I, 187. 

?“Bekanntmachung der neuen Fassung der Verordnungen iiber Erwerbslosen- 
fiirsorge und iiber die Aufbringung der Mittel fiir die Erwerbslosenfiirsorge, vom 16. 


Februar 1924,” ibid., p. 127; ‘“Bestimmungen iiber dffentliche Notstandsarbeiten, 
vom 30. April 1925,” Reichsarbeitsblatt, I, 177. 
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the various states involved. In some cases the minister was au- 
thorized to make loans and grants-in-aid of work not within the 
scope of the institution. In all cases, however, the states bene- 
fiting from the work had to contribute in equal amounts. Not to 
neglect any possibilities where work relief could take the place 
of benefits, section 140 (2) authorized the institution to do almost 
anything that would reduce the burden on the benefit funds. 

For measures undertaken with the aid of the federal institu- 
tion alone, of the minister of labor alone, or both, the state em- 
ployment offices were to fix the maximum pay of the persons em- 
ployed. As a general rule, the union scale was to be applied, and 
in the absence of that the prevailing wage. In all other respects 
persons were to be employed under conditions laid down in free 
contracts. 

The federal institution, according to section 140 (1), was au- 
thorized to decide to what extent persons not receiving benefits 
for one reason or another, such as unnecessarily giving up their 
work, waiting for the waiting period to expire, still accumulating 
qualifying employment, or having exhausted their rights to bene- 
fits, were to be placed on the same footing for work relief as those 
still receiving benefits. The federal minister of labor, under sec- 
tion 141, was authorized to approve work relief for persons re- 
ceiving emergency benefits (Krisenunterstiitzung) as well as those 
receiving unemployment benefits (Arbeitslosenunterstiitzung). 

These were the general features of the Act bearing on the ques- 
tion. Far more revealing were the general directions issued on 
March 28, 1928.3 Here it was again emphasized that only work 
of a productive nature, from the economic point of view, could be 
undertaken. Work that was calculated to increase the volume of 
subsistence grown at home, or raw material and other requisites, 
was particularly to be favored, as well as work which in the 
course of being carried out created new opportunities for work or 
a better distribution of the working force. To the executive of the 
institution was reserved the right to indicate, considering the con- 

3Richtlinien des Verwaltungsrats der Reichsanstalt fiir Arbeitsvermittlung 
und Arbeitslosenversicherung iiber die Férderung von Massnahmen der wert- 


schaffenden Arbeitslosenfiirsorge mit Mitteln der Reichsanstalt (Richtlinien iiber 
Grundférderung), vom 28. Mirz 1928,”’ Reichsarbeitsblait, I, 87. 
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ditions of the labor market, whether and to what extent categories 
of work, such as house-building, should be encouraged or deprived 
of support. As a general rule, work that required human labor 
to a large extent and little in material was to be preferred. Only 
such work was to be given support as would not be undertaken 
without support. Only public and quasi-public bodies and private 
organizations having a public purpose were to act as sponsors for 
the work. 

Although the funds of the federal institution were available 
for grants as well as loans, grants were originally not to be made 
if loans would serve the purpose. In any event, grants were to be 
kept within the limits of the added costs entailed by reason of 
employing inexperienced or substandard workers. As the depres- 
sion developed, in order to ease the burden on the communities, 
the order of preference was reversed. Since the amount given in 
aid of work relief could not exceed the amount saved in benefits, 
one served as a measure of the other. The average amount in 
benefits was found to be 3 Rm. per unemployed working-day. 
This was the amount allowed for work relief. Loans were to be 
amortized within fifteen years, at most, after the completion of 
the work. The terms of payment of principal and interest were 
to be fixed at the beginning of January and July of each year. 
In the case of income-bearing enterprises a graduated amortiza- 
tion plan could be set up and payments could be postponed for 
two years. Interest rates were to be adjusted to market rates. 
Lower rates, or rates rising with length to maturity, could be 
fixed in so far as the general financial conditions of the sponsors 
and the peculiar conditions, such as the unprofitableness of the 
undertaking, demanded it. To the executive of the institution was 
reserved the right to raise or lower the rates, in order, according 
to the conditions of the labor market, to stimulate or discourage 
the application for funds. 

As a general rule, sponsors of work were not to carry out the 
work on their own account, but in letting it out, were to keep 
profits as low as possible and wages, where agreements permitted, 
on a piecework and efficiency basis. In determining the amount 
of aid to be given, only such workers could be counted as were 
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hired through employment offices, and then only those who had 
received benefits for at least two weeks under the Employment 
Exchange and Unemployment Insurance Act. Priority was to be 
given those who had been unemployed for a long period of time, 
particularly those who, having exhausted their rights to un- 
employment benefits (Arbeitslosenunterstiitsung), were receiving 
emergency benefits (Krisenunterstiitsung). Persons who had ex- 
hausted their rights to emergency benefits could be employed on 
condition that they were in receipt of public relief, and the public 
relief agencies took over the cost of putting them to work. Work- 
ers who could be placed at farm work were not to be assigned to 
work relief. In case of work involving a change of residence, 
young and homeless unemployed were to be given preference; in 
local work, heads of families. Beyond that, competence for the 
work was to be the controlling factor. The employment offices 
had to withdraw project workers as soon as they could find private 
employment for them. The workers could not, as a general rule, 
be kept on projects for more than three months. Only in ex- 
ceptional cases could a state employment office extend the time 
for another three months. This it could do on the basis of the 
individual worker, of a part, or of all the project. In no case, 
however, could it keep workers in excess of six months in any 
one year from the first date of assignment. The allowances, in so 
far as workers still drawing unemployment benefits were con- 
cerned, were paid out of the unemployment benefit fund; in so 
far as workers drawing emergency benefits were concerned, the 
allowances were paid four-fifths out of federal funds and one- 
fifth out of funds of the locality in which the emergency benefits 
happened to fall. In the case of workers drawing public welfare 
benefits the public welfare agencies were to assume the burden. 

Allowances from the funds of the federal institution were made 
in the first instance by the administrative committees of the 
state employment offices. These committees could delegate their 
powers to the administrative committees of the employment of- 
fices within their respective jurisdictions except in those cases 
where additional assistance (verstdrkte Férderung) out of federal 
and state funds was in question. The application for assistance 
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was placed with the employment office of the district in which 
the work was to be done and, as a general rule, before work was 
begun. In exceptional cases the application could be filed up to 
four weeks after the work was begun. The employment office 
rendered a decision on the application if the authority to do so 
had been intrusted to it; otherwise it sent the application to the 
state employment office with its opinion noted. If the applica- 
tion was approved, a statement of the conditions under which the 
aid was to be given was drawn up. Until a final accounting was 
made the conditions were subject to change, on the initiative of 
the sponsor. The aid lapsed in so far as the work was not carried 
out as planned. If the time was to be changed during which the 
work was to be done, new proof had to be furnished that the 
economic conditions warranted the completion of the work in 
the newly proposed time. Pro rata allowances were made as the 
work proceeded, and when completed a final accounting was 
made. The state employment offices or their subdivisions actually 
paid such obligations as were incurred against the allowances. 
In case of loans these offices also handled the collections. 

For added assistance (verstdrkte Férderung) the ministerial order 
of March 29, 1928, governed.‘ In order to avail themselves of 
this form of assistance projects first had to avail themselves of 
basic assistance (Grundférderung) and in addition embody at least 
two thousand unemployed work-days. The amount of assistance, 
both in loans and in grants, had to stand in some sort of rela- 
tionship to the savings in benefits occasioned by the work, as a 
general rule four times the savings in benefits, calculated to be, 
as above, 3 Rm. per unemployed work-day. In exceptional cases 
it could be extended to five times the benefits, but in no case 
could it, when combined with basic assistance (Grundférderung), 
exceed 80 per cent of the total costs. The grants, as distinguished 
from the loans, were not to exceed 4 per cent of the cost of the 
project for three years, after the aid of the federal institution 
had been deducted. The loans were to be paid back within fifteen 

4“Verordnung iiber Darlehen und Zinszuchiisse des Reiches und der Lander 


fiir Sffentliche Notstandsarbeiten (Verordnung iiber verstarkte Férderung), vom 
29. Mirz 1928,” Reichsgesetzblatt, I, 126. 
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years after the completion of the work, usually with 4 per cent 
interest, in exceptional cases 3 per cent. In the case of income- 
bearing projects the time could be extended if there was fair 
prospect that they would pay for themselves. 

As in the case of basic assistance, the sponsors were not ex- 
pected to do the work on their own account. The help was to be 
obtained through the employment offices and workers who had 
gone through long periods of unemployment were to be assigned 
before others. The state employment offices could assign such 
workers as had not yet established or had exhausted their rights 
to benefits under the insurance features of the Act. The employ- 
ment offices had to withdraw workers as private employment be- 
came available for them, and in any event at the end of the time 
allowed for benefits. In order to limit the assistance to com- 
munities that most needed it, only such workers were made 
eligible for assistance as came from communities in which the 
beneficiaries of both unemployment benefits (Arbeitslosenunier- 
stiitzung) and emergency benefits (Krisenunterstiitzung) amounted 
to at least 1 per cent of the population and were not likely to fall 
below that amount in any foreseen time. 

Some time before the beginning of each fiscal year the chair- 
men of the state employment offices and the state governments, 
in consultation with the administrative committees of the state 
employment offices, agreed on the projects that were to come up 
for additional assistance in the course of the year. The applica- 
tion for federal and state funds was filed in the first instance with 
the state government at the same time that the application for 
funds from the federal institution was made. A copy of the ap- 
plication was sent to the employment office in the district in 
which the work was to be done. The chairman of the employment 
office considered the application and forwarded his decision, to- 
gether with his comments, to the state employment office, which 
had to approve the basic assistance (Grundfirderung). The state 
government considered the application for state funds and also 
forwarded its decision to the state employment office. The state 
employment office then decided the question of basic assistance 
(Grundforderung) and added assistance (verstdrkle Forderung) 
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from federal funds, in so far as another authority had not been 
designated for that purpose. If another authority had been desig- 
nated, it forwarded all the documents in the case, together with 
its opinion on the undertaking, to the president of the federal 
institution. The president of the federal institution approved 
loans which ran in excess of 100,000 Rm., loans in which the 
states did not share, loans which did not have the benefit of basic 
assistance (Grundférderung), and all grants. Loans not having 
the benefit of basic assistance which ran in excess of 500,000 Rm. 
had to have the assent of the minister of labor. If the authority 
deciding the question of federal funds differed from the state 
authority on the merits of the undertaking, he had to communi- 
cate with the state authority before coming to a decision. If the 
application was finally denied, the state government had to be 
informed uf that fact. 

Federal funds were paid out by the state employment offices; 
state funds by the state governments upon receipt of claims for 
payment. The states, however, had the alternative of using the 
employment offices. If they handled the matter themselves, they 
submitted evidence of payment as a matter of record. 

To encourage home-building in rural communities a special 
type of assistance was made available. It was administered by the 
state governments, acting through housing relief associations 
(Wohnungsfiirsorgegesellschaften) and rural chambers of commerce 
(Landwirtschaftskammern) in Prussia, and through a variety 
of agencies in other states. Each application for support had to 
be accompanied with an opinion of the state employment office 
functioning in the area where the work was to be done as to the 
merit of the undertaking from the point of view of the labor 
market, particularly as to the effects it was likely to have in re- 
ducing the foreign and increasing the native labor force. The as- 
sistance was in the form of interest-free loans shared alike by the 
federal and state governments and was available up to about 80 
per cent of the cost.s 


5 “Bestimmungen iiber die Férderung des Baues von Landarbe.ierwohnungen 
mit Mitteln der wertschaffenden Arbeitslosenfiirsorge, vom 4. Juni 1928”; “‘Erster 
Bericht der Reichsanstalt fiir Arbeitsvermittlung und Arbeitslosenversicherung, 
vom 1, October 1927—31. Dezember 1928,” pp. 44-46. 
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III. UNEMPLOYMENT BENEFITS UNDER PROLONGED 
UNEMPLOYMENT 

Work, it must not be forgotten, is an alternative to unemploy- 
ment benefits in Germany. The funds for ordinary benefits origi- 
nally came (and still do) from the employers and employees, at 
first, in amounts equal to 3 per cent of the pay roll shared by 
both alike.® The funds for emergency benefits originally came from 
the federal government and the communities which benefited 
from them in the proportion of four-fifths and one-fifth, the federal 
government paying the larger share.’? In more recent years both 
funds alike have been taken from the employer-employee con- 
tributions. Unemployed persons who had been in an insurable 
employment for twenty-six weeks in the twelve months just pre- 
ceding registration of unemployment were eligible, after waiting 
seven days, for unemployment benefits (Arbeitslosenunterstiitz- 
ung) for twenty-six weeks. The governing body of the federal 
institution could extend the period up to thirty-nine weeks if the 
labor market was particularly unfavorable.* The amount of bene- 
fit depended on the particular wage class to which the unem- 
ployed person belonged and the number of dependents he had.® 
Those whose earnings did not exceed 10 Rm. were put in Class I 
and the benefit allowed them, besides supplementary benefits for 
dependents, was 75 per cent of their earnings. Those whose earn- 
ings exceeded 60 Rm. were put in Class XI and the benefit al- 
lowed them, besides supplementary benefits, was 35 per cent. All 
others were put into intervening classes with a proportion in 
benefits which declined as wages increased. The supplementary 
benefits were fixed at 5 per cent of the wages per person, but in 
no case were the combined benefits to exceed 80 per cent of the 
wages for those in Class I and 60 per cent for those in Class XI. 
For purpose of the primary and supplementary benefits some of 
the classes were combined and given the same percentage allow- 
ances. When the labor market was persistently unfavorable the 

6 “Gesetz iiber Arbeitsvermittlung und Arbeitslosenversicherung, vom 16. Juli 
1927,” Artikel 153, 161. 

7 Ibid., Artikel 167. 8 Ibid., Artikel 95, 99. 

9 Ibid., Artikel 103, 107. 
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federal minister of labor could, after consulting with the govern- 
ing body of the federal institution, authorize emergency benefits 
(Krisenunterstiitzung) to persons who had not yet qualified for 
unemployment benefits or who had exhausted their rights to such 
benefits and were in need.*® The persons receiving these benefits 
could be made to perform some work described as work which 
would not otherwise be done, had public value, could be expected 
of the persons concerned from the point of view of age, health, 
and domestic circumstances, and did not damage their chances 
for private employment." The administrative committees of the 
employment offices in which the persons were registered for these 
benefits were authorized to lay down more detailed regulations 
for carrying out this particular requirement, to select the work, 
and to fix the hours in proportion to the benefit allowed. 


These were the basic features of the law as enacted in 1927 
and enlarged by ministerial orders and directions. Ten years have 
since elapsed, during which time Germany, certainly no less than 
some of the other industrial nations of the world, suffered from 
the world-wide economic collapse and still smarting from defeat 
in the war, she, in the midst of these difficulties and torn by dissen- 
sion in dealing with them, turned from a democratic to an auto- 
cratic form of government. The unemployment-insurance law 
could not escape the effects of these changes. The contributions 
which originally were fixed at 3 per cent of the pay roll were, in 
December, 1929, increased to 33 per cent.” Through a presiden- 
tial decree issued July 26, 1930,"3 they were raised to 4} per cent, 
and through a ministerial decree issued September 30, 1930, to 
63 per cent.’ The waiting period was, on October 12, 1929, 
changed from seven to fourteen days for all those otherwise 
eligible for benefits who had not yet completed their twenty-first 
year, had no dependents, and were members of the household of 


1° Tbid., Artikel ror. " Jbid., Artikel or. 

™ “‘Gesetz iiber eine befristete Erhéhung des Beitrags in der Arbeitslosenver- 
sicherung, vom 27. Dezember 1929,”’ Reichsgesetsblatt, I, 244. 

"3 Vierter Abschnitt, erster Titel, Artikel 2, ibid., p. 311. 

"4 Ibid., p. 458. 
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another. Carrying the conception of need a bit further but from 
the other direction, the waiting period for those otherwise eligible 
for benefits who had four or more dependents was reduced to 
three days."’ The higher of the eleven wage classes set up for 
purposes of benefit payments were telescoped with the lower so 
that on the basis of the percentages allowed smaller benefits re- 
sulted. According to the decree of July 26, 1930, only those who 
were in an insurable employment for fifty-two weeks after quali- 
fying for benefits and who did not avail themselves of any benefits 
during that period could get the amount they were entitled to 
on the basis of the wage class to which they belonged; all others 
had to take less. Unemployed married women, after successive 
inroads upon their rights to benefits, were entirely deprived of 
them in June, 1931,"° unless they could prove need. 

In 1932 the whole conception lying behind the insurance law 
was radically transformed. Through a presidential decree the cab- 
inet was authorized to change the amount of unemployment bene- 
fits, provided they did not fall below the emergency benefits, to 
make the benefits, after a certain time, contingent upon need, and 
to use any surpluses that might develop in the fund in other 
branches of unemployment assistance.'? Pursuant to this decree, 
benefits were fixed not only on the basis of earnings but on resi- 
dence as well. For purposes of residence the country was divided 
into three classes on the basis of the size of the community coupled 
in some way with the classification already existing for the re- 
muneration of federal civil servants. After bracketing some of the 
upper wage classes so as to reduce them more nearly to a common 
level, those who lived in communities having a population of 
more than fifty thousand were allowed higher benefits than those 
who lived in communities having a population of more than 

's ““Gesetz zur Anderung des Gesetzes tiber Arbeitsvermittlung und Arbeits- 
losenversicherung, vom 12. October 1929,”’ Artikel 1100, ibid., p. 153. 

6 “Zweite Verordnung des Reichsprisidenten zur Sicherung von Wirtschaft 
und Finanzen, vom 5. Juni 1931,” dritter Teil, Kapitel I, Artikel 1 (15), idid., 
P. 279. 

7“Verordnung des Reichsprisidenten tiber Massnahmen zur Erhaltung der 
Arbeitslosenhilfe und der Sozialversicherung sowie zur Erleichterung der Wohl- 
fahrtslasten der Gemeinden, vom 14. Juni 1932,” erster Teil, Kapitel I, Artikel 1, 
ibid., p. 273. 
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ten thousand but less than fifty thousand. Those who lived in 
communities having a population of less than ten thousand were 
allowed the lowest amount. At the same time the benefits as a 
matter of right were restricted to thirty-six days; beyond that 
need had to be shown."® 

Emergency benefits went through somewhat similarly drastic 
changes. At the beginning, those who had not qualified for un- 
employment benefits but who had to their credit at least thirteen 
weeks in an insurable employment, and those who had exhausted 
their rights to unemployment benefits, were eligible to emergency 
benefits for twenty-six weeks,’® if they belonged to a certain 
limited number of specified categories of employment.” For 
workers over forty, the period could be increased to thirty-nine 
weeks.” Later on the period was changed to thirty-nine weeks 
for younger workers and fifty-two for older.” The limited num- 
ber of categories of employment at first admitted to emergency 
benefits was in the end made almost universal,’ and the contribu- 
tions collected from the employers and employees, originally in- 
tended for unemployment benefits only, were in the end made 
available for these benefits as well. When the regular benefits 


were reduced to a vanishing number of weeks the emergency 
benefits were extended without limit. 


IV. SOME COMPARATIVE BENEFIT AND WORK DATA 


The administrative relationship between benefits and work 
has never changed in its wider aspects, although just as benefits 
were curtailed by the introduction of other than insurance fea- 


*8“Verordnung iiber die Héhe der Arbeitslosenunterstiitzung und die Durch- 
fiihrung éffentlicher Arbeiten, vom 16. Juni 1932,” ibid., p. 305. 

#9 *Verordnung iiber Krisenunterstiitzung fiir Arbeitslose, vom 28. September 
1927,” ibid., p. 315. 

2° “ Anordnung tiber Einfiihrung der Krisenunterstiitzung fiir Arbeitslose, vom 28. 
September 1927,”’ Reichsarbeitsblatt, I, 442. 

* “‘Verordnung, vom 23. Mirz 1928,” Reichsgeseizblatt, I, 110. 

=“‘Verordnung iiber die Héchstbezugsdauer der Krisenunterstiitzung fiir 
iiltere Arbeitslose, vom 13. August 1928,” ibid., p. 367; ‘‘Erlass tiber Personenkreis 
und Dauer der Krisenunterstiitzung, vom 13. August 1928,” Reichsarbeitsblaut, I, 
223. 

*3 “Erlass tiber Personenkreis und Dauer der Krisenfiirsorge, vom 11. October 
1930,” Reichsarbeitsbla#t, I, 221. 
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tures, need, for instance, so in time the insurance funds were used 
to employ workers who had exhausted their rights to both regular 
and emergency benefits, that is to say, workers who had fallen on 
direct relief. Altogether, particularly in the depression, as bene- 
fits were curtailed, work relief was expanded. 

The general relationship between the two and of both together 
to the total number unemployed is indicated in Table 1 on page 
529. From 1,233,000 in 1927, the number of unemployed rose to 
5,580,000 in 1932. From there the figure dropped, partly because 
of an actual decline in unemployment, but partly also because, 
beginning with July, 1933, those enrolled in the federal labor 
service, both young and old, were no longer counted among the 
unemployed, for the reason as officially stated that, while in the 
service, they were not available for placement. The principal 
beneficiaries started with 781,000 in 1927 and rose to a maximum 
of 2,775,000 in 1931, one year in advance of the maximum volume 
of unemployment. This difference in timing is probably due to 
the many changes in the rights to benefits which in the end ex- 
cluded more than were taken in as well as to the exhaustion of 
those rights after they were established. The number on work re- 
lief had two maximums, one at the beginning of the program and 
one at the end. Starting with sixty-one thousand in 1927, the 
number rose to sixty-four thousand in 1928, and then began to 
decline until it dropped to thirty-three thousand in 1930. From 
there it again began to rise until it jumped to one hundred and 
eighteen thousand in 1933 and again to one hundred and ninety- 
eight thousand in 1934. 

The proportion of those on work relief to those drawing bene- 
fits has never been large as the table shows. From 7.2 per cent 
in 1927 the figure dropped to 1.3 per cent in 1931, and then rose 
to 14.3 per cent in 1934. On a seasonal basis the results have 
been somewhat different because of the opposite tendencies in 
the two items in the relationship. In the winter months, when 
unemployment is heaviest and the conditions for work least 
favorable, the proportion at work generally dropped to the lowest 
point; in the summer months, with unemployment and working 
conditions reversed, the proportion generally rose to its highest 
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point. Thus, the proportion for January, 1928, was 2 per cent 
but for May of the same year 10.8 per cent; for October 1934, 9.7 
per cent, but for April of the same year 17.9 per cent. 


TABLE 1* 


MONTHLY AVERAGE NUMBER OF UNEMPLOYED, MONTHLY AVERAGE 
NUMBER OF BENEFICIARIES OF UNEMPLOYMENT AND EMERGENCY 
BENEFITS, AND MONTHLY AVERAGE NUMBER ON WORK RELIEF 
1927-36 

(In thousands) 
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Beneficiaries 


No. on 
Work 
Relief 


No. Bene- 
ficiaries 
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842 68.3 
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1,518 79. 
2,230 71 
2,810 61 
2,542 45 
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1,263 
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1,024 
1,405 
2,197 
2,775 
2,491 
1,799 
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1,407 
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5,580 
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2,658 
2,147 
2,324 
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* Berichte der Reichsanstalt far Arbeitsvermitiiung und Arbeitslosenversicherung (1927-36). 

t Average for October, November, and December only. 

t Until June 30, 1933, the figures included workers in the labor service (Arbeitsdienst); since then 
such workers have been exclud (Sechster Bericht der Reichsanstalt fair Arbeitsvermitilung und Arbeits- 
losenversicherung, vom 1. April 1933-——31. Marz 1934, p. 1, 0. 1). 


§ Average for January, February, and March only. 

It should be said that the beneficiaries in the table do not in- 
clude the unemployed on direct relief who, beginning in 1933, prof- 
ited from the insurance fund in the way of contributions toward 
their support. The unemployed under this heading just about 
equaled the beneficiaries in 1933, well above a million and a half, 
dropped below a million in 1934, and below a half-million in 1935, 
with three hundred and five thousand in March, 1936. Nor do 
the figures on work relief include relief cases on work relief. These 
numbered one hundred and eighty-one thousand in November, 
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1933; three hundred and thirteen thousand in March, 1934; one 
hundred and twenty-one thousand in March, 1935; and seventy- 
two thousand in March, 1936. 

The expenditures of the federal institution for all purposes, 
insurance and emergency benefits and work relief, are given in 
Table 2.4 The expenditures on work relief began with 3.6 per cent 


TABLE 2* 
EXPENDITURES OF THE FEDERAL INSTITUTION FOR ALL 


PURPOSES, BENEFITS, AND WORK RELIEF 


1927-35 


(In million Rm.) 








All Purposes 


Emergency 
Benefits 


Unemployment and 


Basic Assistance 
for Work 
Relief 


Per Cent 
Assistance of 
Benefits and 

Assistance 





578 
1,317 
1,575 
2,323 
2,218 
1,637 
1,442 
1,223 


516 
1,166 
1,355 
2,105 
2,016 
1,376 
1,006 

777 


19 
39 
40 
24 
26 
40 
204f 
251f 


2 
16. 
24. 
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1,179 753 186} 19 

















* J. Nothaas, “Die finanzielle Entwicklung der Arbeitslosenhilfe in der Nachkriegszeit,” Reichs- 
arbeitsblati, II (1936), 479. 

t Second half of year. 

t Includes this type of assistance for unemployed workers on relief. 


of the expenditures for benefits and work relief in 1927, dropped 
to 1.1 per cent in 1930, and rose to 24.4 per cent in 1934. Except 
for a considerable amount spent in the administration of the en- 
tire program, including vocational guidance and placement, the 
difference between the amounts spent for all purposes and for bene- 
fits and work relief was spent in relatively small amounts in plac- 
ing young city workers on farms (Landhilfe) as farm laborers, in 
the hope that they would ultimately take a liking to the soil 
and remain, and in meeting some of the expenses connected with 
what, at first, was a voluntary, but later became a compulsory, 

24 The figures in the table and those bearing further on the financial aspects of 


the program are taken from J. Nothaas, “‘Die finanzielle Entwicklung der Arbeits- 
losenhilfe in der Nachkriegszeit,’’ ibid., II (1936), 479-82. 
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labor service. The farm-labor scheme cost 27,700,000 Rm. in 1933 
and about 15,000,000 Rm. in each of the succeeding two years; 
the voluntary labor service cost 2,900,000 Rm. in 1931, 57,600,000 
Rm. in 1932, and 11,000,000 Rm. in 1933. About the time that 
the voluntary labor service was made compulsory a labor service 
for women (Frauenarbeitsdienst) was organized. That cost the 
federal institution 1,100,000 Rm. in 1933, 5,400,000 Rm. in 1934, 
and 5,700,000 Rm. in 1935. The contributions to the direct relief 
of the unemployed (Reichswohlfahrishilfe) are not included in the 
foregoing figures but amounted to 53,000,000 Rm. in 1932, 
252,700,000 Rm. in 1933, 258,700,000 Rm. in 1934, and 140,300,- 
ooo Rm. in 1935. These contributions were more than made 
good by the proceeds of a special tax (Abgabe zur Arbeitslosen- 
hilfe) which were allocated to the institution and which amounted 
to 329,000,000 Rm. in 1932, 526,700,000 Rm. in 1933, and 262,- 
800,000 Rm. in 1934. But as an added burden the institution 
assumed the cost of emergency benefits (Krisenunterstiitzung), 
which, as already pointed out, had previously been borne by the 
federal government and the communities in which the benefits 
were paid. ‘ 

In hiring workers still eligible for unemployment benefits or 
emergency benefits for works projects financed with unemploy- 
ment insurance funds, preference, according to the official view, 
was to be given to eligibles for emergency benefits. The early 
experience was, in fact, the other way around. Of sixty-four 
thousand at work in 1928, 78.7 per cent came from among those 
receiving unemployment benefits.** Of those at work, whatever 
the source, the greatest number in the early years were paid in 
part out of other than institution funds, that is, out of added 
assistance (verstdrkte Férderung) given by the federal and state 
governments in support of the work being done. In 1928 the 
proportion happened to be about 70 per cent.” All of this changed 
in the course of the years. In 1935-36, not counting the un- 
employed on relief who by this time shared in the work benefits 

+s ““Erster Bericht der Reichsanstalt fiir Arbeitsvermittlung und Arbeitslosen- 
versicherung, vom 1. October 1927—31. Dezember 1928,” p. 42. 

* Ibid. 
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of the insurance fund on equal terms with the insured, those 
still entitled to unemployment benefits dropped to 52.8 per cent 
of the total.?”7 The added assistance (verstdrkte Foérderung) fell 
even more drastically. From 217,100,000 Rm. in 1928, the first 
full year of operation of the scheme, it dropped to 143,300,000 
Rm. in 1929, 92,200,000 Rm. in 1930, and 34,300,000 Rm. in 
1932.8 

There are several reasons for this decline in outside support. 
For one, as the depression deepened and benefits were curtailed 
the institution was able, even after assuming all the obligations 
previously referred to, not only to carry forward but to expand 
the program on its own account. At the same time outside means 
of support had been so thoroughly depleted that such aid as 
was previously given could not be continued. When the federal 
government finally, in 1932 and 1933, undertook to support a 
works program on a grand scale, it was so generous with subven- 
tions and credits that the insurance fund ceased to have impor- 
tance as a primary factor in making marginal and submarginal 
ventures worth while. The federal program called for an expendi- 
ture of some 5,100,000,000 Rm. to be raised in the first instance 
through re-employment acceptances (A rbeitsbeschaffungswechsel). 
Drawn against sponsoring agencies by building contractors who 
were to organize the work, these acceptances were to be financed 
through a number of intermediate banks in the open market or 
through the discounting facilities of the Reichsbank, the most 
notable among these intermediate banks being the Deutsche 
Gesellschaft fiir dffentliche Arbeiten A.G., organized in 1930 
to mobilize foreign credit for purposes of added assistance 
(verstarkte Forderung) and for handling the added assistance al- 
ready outstanding as a revolving fund. The federal government 
pledged itself to take up the acceptances at some time between 
1934 and 1938, and the sponsors in turn bonded themselves to 
the federal government for the amounts outstanding against 

27 “‘Achter Bericht der Reichsanstalt fiir Arbeitsvermittlung und Arbeitslosen- 
versicherung, vom 1. April 1935—31. Marz, 1936,” p. 42. 

28 Nothaas, op. cit., p. 480. 
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them.”? With this program on foot, another reason developed for 
diverging from the insurance fund. This was the possibilities 
of the program in preparing for war and the inevitable state 
capitalism that goes with it, altogether apart from creating work 
for the unemployed. 

It is hard to trace the degree of participation of the insurance 
fund in the various projects it supported because of the wide 
differences in its own contributions and the wide differences in 
the added assistance of the state and federal governments in 
relation to what the sponsors themselves spent. In 1930 it was 
estimated, however, that the contributions of the fund amounted 
to about 12 per cent of the cost of the projects. With an average 
annual expenditure of about 35,000,000 Rm. between 1928 and 
1930, that means that the fund was participating in a program 
amounting to about 300,000,000 Rm. annually.*° The work con- 
sisted of roadwork, flood control, and other types of heavy con- 
struction. 

V. TWO OFFICIAL VERDICTS 


Two expert commissions have considered the matter of work 
relief in relation to unemployment insurance, one in 1929 and 
one in 1931. In the deliberations of the first commission the idea 
was advanced that since work relief benefited the entire com- 
munity it ought to be put into the hands of some agency repre- 
senting the state as a whole. The majority of the commission 
was of the opinion that only through a works program which 
put the federal institution in the midst of the stream of employ- 
ment could the special problems of the labor market receive ade- 
quate consideration. The majority also thought that such un- 
burdening of the labor market as occurred as a result of the work 
undertaken justified the use of institution funds. Within the pro- 
gram itself, the critics argued, those who benefited from work 
drew an additional advantage in that they, according to the 

2° Karl Schiller, Arbeitsbeschaffung und Finanzordnung in Deutschland (Berlin: 
Junker & Diinnhaupt Verlag, 1936), pp. 59-60. 


3° “‘Dritter Bericht der Reichsanstalt fiir Arbeitsvermittlung und Arbeitslosen- 
versicherung, vom 1. Januar—31. Dezember 1930,” p. 58. 
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interpretation put upon the law, could use the time spent at 
work in qualifying for additional benefits. They suggested that 
work relief be not considered an insurable employment. The 
majority rejected the proposal, convinced that the social and 
economic value of the work more than offset the additional cost. 
An alternative proposal to count the time spent in work relief 
toward the time allowed in benefits was also rejected.* 

The commission reporting in 1931 no longer questioned the 
feasibility of using unemployment-benefit funds for works pur- 
poses; its problem was how to get additional funds to widen its 
scope.” 

VI. SOME IMPLICATIONS AND INFERENCES 

The use of unemployment-insurance funds for works purposes 
turns upon a number of considerations. The funds should not be 
used, as the Nazis have done, for the benefit of workers who have 
exhausted their rights to benefits. They should be used only to 
the extent, as originally intended, of the savings in benefits 
achieved through supporting a works program. Limited in that 
way, the use is economically justifiable in so far as it lifts other- 
wise submarginal improvements above the margin of usefulness. 
In so far as an insurance fund stimulates activities beyond its 
own contributions it stimulates employment equal in volume to 
the unemployment it otherwise might be obliged to carry. The 
objection that since workers generally pay for their own benefits 
anyhow, even if the employers pay for them in the first instance, 
to ask them to work for these benefits in a somewhat different 
form is to charge them twice for the same thing, is only partly 
true. It is true for that part of the wage which is paid out of the 
insurance fund but not for the part paid from other sources. It 
is not, however, altogether true even for the part paid out of the 
insurance fund. Although all workers, taken as a group, may pay 
for their own benefits, it is those who work who pay for those who 
do not. Going a step farther and granting that the workers pay 


3 “Die Verhandlungen der Sachverstaindigenkommission fiir Fragen der Arbeits- 
losenversicherung,”’ Sonderveréffentlichung des Reichsarbeitsblattes, Juli, 1929, pp. 10, 


12. 
# “‘Gutachten zur Arbeitslosenfrage,” ibid. (1931), p. 6. 
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for their own benefits, there should be no objection, if, in pooling 
their resources, they preferred to hire some and give others 
benefits. This is altogether apart from the difference to the work- 
er affected between being able to carry on his customary work and 
remaining in idleness. The difference may mean a preference for 
idleness in the early stages of unemployment, but in the later 
stages, when a works program is really in point, it certainly means 
a preference for work. 

From the point of view of the community as a whole, the ques- 
tion of benefits and a works program becomes a question of net 
advantage from alternative costs. Benefits represent the cost of 
the physical upkeep of the most severely pressed members of a 
community in a business depression. An indirect gain from the 
outlay is the measure of business recovery induced by the outlay 
as purchasing power which otherwise would remain inactive as 
surplus. A works program not only assures the physical upkeep 
of the most severely pressed members of the community but pre- 
serves their skill, especially during long periods of unemploy- 
ment, and in so far as it entails a greater outlay from the inactive 
surplus, greater by the difference between the outlay in wages 
and capital equipment and benefits, it stimulates recovery so 
much the more. The greater out-of-pocket cost is to a certain 
extent made good by the value of the work done. Whether it is 
more than made good is hard to say. 

Where the two schemes already exist side by side the adminis- 
trative relationship between them is of the utmost importance. 
Unemployment benefits were originally conceived of, as already 
indicated, only in connection with short periods of unemploy- 
ment. For long periods, direct relief or public works are possible 
alternatives. Logically public works are more in keeping with 
the thought behind unemployment benefits than direct relief. 
This is that the persons involved are capable and willing to work 
and that only circumstances beyond their control keep them in 
idleness. The only answer of those who have been thinking in 
terms of benefits to the growing inadequacy of benefits and who 
at the same time dislike the word relief is to suggest that the 
benefits be made coterminous with the duration of unemploy- 
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ment along some sort of an axis on which right and need are ap- 
propriately balanced. Some emphasize the right to benefits and 
some the need for benefits. The fact remains that the corrosive 
effects of long periods of unemployment cannot be neutralized 
by verbal constructions. In short periods the difference may have 
some meaning; unemployment being merely a passing phase of 
continuous employment, the less personal affairs are exposed to 
public scrutiny the better. But when the period runs one, two, 
and three years, as has recently been the case, benefits as a 
matter of right or need are not enough to overcome the deteriora- 
tion resulting from the idleness common to both. Here work alone 
is the remedy. No one is so well equipped to decide where one 
shall leave off and the other begin as an unemployment-insurance 
authority. 

A public works program could be geared to benefits through 
private contractors or public account. If through public account, 
then the amount of assistance given any project could be made 
proportional to the wages paid in relation to market wages and 
the time spent by any one worker could be credited on the same 
terms toward continued benefits when the work ended. Premiums 
could be similarly related. 

33 It should be noted that the Wisconsin Unemployment Compensation Law 
includes a provision on the use of unemployment-insurance funds for works purposes. 
After the Social Security Act was passed, the Social Security Board for a time refused 
to approve the Wisconsin Law on the ground that the works provision violated the 
condition in Title [IX of the Security Act that unemployment-insurance funds must 
be used solely in paying benefits. The board finally approved the Law on the basis 


that the provision had never been applied, and was not likely to be, and therefore 
had only a theoretical existence. 

















PUBLIC POLICY AND DISCRIMINATORY PRICES 
OF STEEL: A REPLY TO PROFESSOR FETTER’ 


MELVIN G. DE CHAZEAU 
University of Virginia 


EN the two volumes, The Economics of the Iron and 
Steel Industry, were published, it was confidently ex- 
pected that the chapters dealing with price would 
be subjected to searching criticism by Professor Fetter, who has 
long been a proponent of an f.o.b.-mill pricing system. It was, 
therefore, a surprise and something of a disappointment when, in 
his article, he adopted a legalistic? attitude. Such an approach 


1 F. A. Fetter, “The New Plea for Basing-Point Monopoly,” Journal of Political 
Economy, XLV, No. 5 (October, 1937), 577-605. All page references, unless other- 
wise noted, are to this article. 

Since the work of the present writer was the object of Professor Fetter’s criti- 
cisms and Professor S. S. Stratton was involved only by implication, this article is 
in no sense the responsibility of the latter, although it has profited from some of his 
suggestions. 


* Thus, by ignoring context, he creates an illusion of illogical reasoning and con- 
tradictory conclusions in the author's analysis. A few illustrations must suffice. 

a) By neglecting the “if” with which the hypothetical effects of price competition 
under an f.o.b. plan were traced, Professor Fetter is able to find that “the f.o.b.- 
mill plan is assumed first to be unworkable and then to work with destructive 
force” (p. 599). The object of the hypothesis was to illustrate the incompatability 
of price competition with the self-interest of sellers; and the picture drawn was 
characterized explicitly as contrary to steel-pricing historically or theoretically 
considered and, therefore, improbable (The Economics of the Iron and Steel Industry, 
PP. 570-71). 

b) Again, Fetter devotes a section of his review to a single paragraph in my 
discussion which I had introduced with the comment “although not pertinent to 
our present analysis, it seems probable. . . . . ” The suggestion was that freight ab- 
sorption is a common characteristic of so-called competitive business and is recog- 
nized in the Clayton Act (the reference here should not have been in quotes). Its 
eradication in a single industry by enforcement of the f.o.b.-mill plan, unless clearly 
in the public interest, is, therefore, a questionable violation of vested rights and of 
dubious constitutionality. This incidental aside (the reader is invited to check the 
three references given to our study, for the matter is mentioned in this one para- 
graph only) impresses Fetter as an “astonishing process of ratiocination, having no 


$37 
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tempts a retort in kind. But the author believes that the serious- 
ness and timeliness of the question—Should government legislate 
the multiple basing-point system of the steel industry out of ex- 
istence?—demands a more revealing analysis than intellectual 
fencing is likely to provide. Consequently, a further definition of 
the issues is the only reply worth making, and the only reply 
which will clarify rather than deepen the misunderstanding which 
the distinction of Professor Fetter’s style and reputation may 


create. 
I. THE NATURE OF THE PROBLEM 


Divested of verbiage, the fundamental issue between advocates 
of a basing-point and an f.o.b.-mill system of pricing‘ for steel 
may be stated in two questions. (1) Would price competition be 
increased under an f.o.b.-mill plan? (2) Would the production 
and distribution of steel be more efficiently performed under the 
latter pricing system? 

It is clear that pure competition,’ if attainable, is in the public 


discoverable logical relation with any of the other parts of the study and merely 
echoing the wishful thinking of corporation counsel in the steel industry” (p. 593). 

c) In summing other “errors’’ which space would not permit him to expose, 
Fetter refers to our “use of the familiar fallacy to justify monopolistic ‘stabiliza- 
tion’ of prices in a single monopolistic industry during depressions’’ (p. 596, n. 35) 
The reference is to an explanation of factors which lead entrepreneurs, under 
monopolistic competition or oligopoly, to maintain price under such conditions. 
Far from justifying price stabilization, the practice is criticized from the point of 
view of the public interest (see The Economics of the Iron and Steel Industry, p. 567). 

3 E.g., see V. A. Mund’s review in the American Economic Review, XXVII, 
No. 4 (December, 1937), 802-5. 

4 The f.o.b.-mill plan, as proposed by Fetter, must be distinguished from a mill- 
price plan with freight equalization. The former requires posted prices at the mill 
available to all buyers and the elimination of delivered prices; all sales must be 
made at the mill. The latter differs from a basing-point system in two respects. 
Steel might be taken at the mill by any buyer at his option and the artificial freight- 
rate formula of a basing-point system would be modified to permit any mill to quote 
a delivered price which would “equalize” the transportation advantages available 
to any given customer. Unless noted otherwise, references to the f.o.b.-mill plan 
in this paper will be to Fetter’s formulation. 

5 Although Fetter objects to the term “pure,” it means no more than competition 
devoid of monopoly elements (pp. 589-90). It is compatible with the existence of 
those frictions and lags in economic adjustment, as well as errors in judgment, 
which he emphasizes as part of any competition in the real world. Since the only 
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interest because it brings a bidding-down of market prices to 
the lowest levels consistent with the most economical production 
of the supply demanded at such prices. So, if the first question 
can be answered in the affirmative, the second must be. If a nega- 
tive answer is given to the first, the second question still remains 
open, to be decided on other grounds. 

Involved in both of the questions posed, but primarily in the 
second, is the problem of social interest in control, or elimination, 
of price discrimination. As defined by Professor Burns and quoted 
with approval by Professor Fetter, “Price discrimination occurs 
wherever a seller sells a homogeneous commodity at the same 
time to different purchasers at different prices.’ Although this 
definition is accurate, its application in the steel industry requires 
a further consideration of “homogeneous.” For every steel 
product there is a great variety of specifications of which many 
are developed to meet the peculiar needs of given customers (i.e., 
chemical content, size, shape, thickness, etc.). If “homogeneous” 
means “identical specification,” even though many specifications 
involve substantially the same cost, it would appear too narrow. 
I prefer, therefore, to say that price discrimination occurs when- 
ever relative price differentials do not conform with relative cost 
differentials for a given seller. Difficulties involved in the measure 
of cost differentials are not avoided but merely unstated in a 
definition which includes no reference to cost.’ 

In the pricing of steel there are two classes of discrimination 
which, for clarity of analysis, it is necessary to distinguish. The 


monopoly elements Fetter seems to recognize in steel arise from “financial com- 
binations” and agreements (expressed in price discrimine‘ion), he must maintain 
that elimination of these artificial restraints by law would leave competition 
“pure” as defined herein. A re-examination of his Masquerade of Monopoly con- 
firms the propriety of this characterization of his view. 


6 Journal of Political Economy, XLV (February, 1937), 102, n. 10. 


7 E.g., when delivered prices are corrected to exclude actual freight allowed on a 
given product such as steel sheets, differences in the mill-net prices thus ascertained 
may be so great as to justify a presumption that discrimination exists; but without 
data to indicate that the sheets are of the same specification, involve the same 
handling costs, credit costs, etc., such computations cannot measure its amount 
and are not even clear evidence that it exists. 
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one, which I shall call “geographic discrimination,” is inherent in a 
basing-point system of pricing and would be eliminated were 
Professor Fetter’s plan strictly enforced. Given applicable extras, 
credit terms, and permissible freight rates, the delivered price 
quoted by a mill under a basing-point system is the base price* 
plus freight (usually all-rail) from basing point to destination. 
The amount received for the steel by the mill is this delivered 
price less the actual freight from mill to destination which is paid 
to the transport agency by the buyer and allowed to the customer 
by the mill. A given base price, therefore, permits a wide variety 
of mill-net prices depending on the location of the customer rela- 
tive to the mill and to the basing point. 

The other class of discrimination, which I shall call “personal,” 
takes the form of more or less secret price concessions. It is at- 
tributable to the competitive situation rather than the method of 
price quotation. Were mill prices substituted for basing-point 
prices, far from being discouraged, this class of discrimination 
would burgeon. Historically this type of discrimination embraces 
a multitude of practices from shading the base price (especially 
in the absence of filed base prices) to waiving extras and granting 
special discounts, special services, special credit terms, rebates, 
etc. Although Professor Fett»: would stamp out both classes of 
discrimination (which, of course, flow from the same source—a 
degree of monopoly power), only geographic discrimination can 
be abolished by a change in the formal method of price quotation. 
Personal discrimination might be a problem for social control 
under any pricing system, and its eradication under the basing- 
point system was, in fact, one of the primary objectives of the 
Code authority during the Steel Code period. Unless otherwise 
indicated, “discrimination,” as used in this paper, will mean 
geographic discrimination. 

Whereas personal discrimination reduces price to favored 
buyers, geographic discrimination has no direct effect on the de- 
livered price of steel (possible indirect effects will be considered 
later). The essence of a basing-point system is this geographic 


*It is not necessary here to determine what base price may be used or what 
extras are applicable. 





PUBLIC POLICY AND STEEL PRICES 541 


discrimination which may be expressed succinctly as the right to 
absorb freight.? Although steel customers are denied any price 
advantage from location near a non-basing-point mill, this dis- 
advantage (i.e., “phantom” freight) is subject to modification 
through an increase in the number of basing points and would 
vanish were each mill made a basing point.’® Finally, where all- 
rail freights are employed in computing delivered prices, a 
basing-point system involves discrimination against buyers lo- 
cated to use more economical transport media. Its extent may be 
exaggerated, however, for shipment by water or truck entails 
special costs (associated with handling, packing, quantity, in- 
ventory, and time). It also suffers the prejudice of fabricators, 
in comparison with rail shipments, because of the latter’s fabri- 
cation-in-transit rates. Although Code experience does not prom- 
ise voluntary correction by the industry, it is possible to modify 
basing-point practice to give effect to any clear-cut advantages 
possessed by trucks and water-carriers.™ 

It is well to reiterate that the ultimate issue between pro- 
ponents of a basing-point and an f.o.b.-mill plan for steel is 
whether geographic discrimination through freight absorption is 
in the public interest. Phantom freight in the delivered price of 
steel may be (and has been) reduced by a multiplication of basing 
points and by special regulations governing the computation of 
prices in given areas. Its further reduction or eradication may be 


* Technically, of course, the mill does not “absorb” freight, for actual freight 
charges are allowed to the buyer and paid by him to the transportation company. 
But, in effect, the result is the same, for the larger the actual freight relative to 
the freight in the delivered price in sales on a given basing point, the smaller will 
be the mill-net price received. Fetter rightly observed (p. 594, n. 32) that the 
argument for freight absorption and that for a basing-point system are necessirily 
the same. 

%° This extreme would not be equivalent to Fetter’s f.o.b.-mill plan, since the 
former would and the latter would not permit freight absorption through delivered 
price quotations computed from foreign mill-base quotations. Were inter-basing- 
point price differentials less than actual freight charges, a mill-base system might 
actually increase the amount of freight “absorbed.” 

™ The question is primarily one of price to certain groups of customers. The 
actual use of trucks and water-carriers in steel distribution increased throughout 
the Code period. The convenience of the former and the savings in shipments to 
mill warehouses via the latter seem to have governed this growth. 
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advocated or opposed on other grounds, but the point is not vital 
to the pricing system. The same is not true, however, of freight 
absorption, the elimination of which would mean the death of the 
basing-point practice. 

The issue raised by proponents of the mill-pricing plan, as I 
understand it, is strictly limited. It is not proposed that govern- 
ment own and operate the steel industry, or that government set 
up competition to provide a “yardstick” of reasonable prices, or 
that government regulate the steel industry as a public utility 
through a commission with control over investment and price. 
These are interesting alternatives, and it is probable that one’s 
conclusions as to the most desirable method of price quotation 
would differ under such premises. But any consideration of these 
propositions would transcend the legitimate scope of the present 
article and would not be pertinent to the present query: In the 
absence of social control of investment and of price, should the 
multiple basing-point system of pricing be abolished in the ton- 
nage-steel industry and supplanted by a requirement that all 
prices be quoted at the mill? Attention will be given primarily to 
this more limited but more imminent alternative. 

Since perfection is unattainable, it is believed that Professor 
Fetter would agree that a pricing system which will induce the 
most economical utilization of resources practically possible 
would be in the public interest. Ideally stated, this, of course, 
means a system of pricing which would (1) yield optimum sized 
plants located economically with respect to raw materials and 
markets; (2) maximize the elimination of obsolete plant and ac- 
celerate technological developments; and (3) minimize monopoly 
gains and, over the long run, deliver to consumers a product at 
prices which yield only sufficient revenue to guarantee its con- 
tinued production and improvement. 

The problem then becomes one of determining to what extent 
(1) the multiple basing-point system falls short of this ideal and 
(2) the f.0.b.-mill plan would or would not more nearly approxi- 
mate this objective. Both Professor Fetter and the author are 
aware of the limitations imposed on any analysis of this problem. 
Factual data are too inadequate for refined appraisal of the 
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present pricing system, and, since mill-pricing has not been in 
existence for tonnage steel for over thirty-five years, the f.o.b.- 
mill plan can be evaluated only by a priori reasoning. With these 
qualifications in mind these methods of price quotation will be 
analyzed in the two following sections; first, as they may influence 
the degree of price competition among producers in the tonnage- 
steel industry and, second, as they may affect the efficiency of 
production and distribution. 

Il. PRICE COMPETITION IN THE TONNAGE-STEEL INDUSTRY 

WITH REFERENCE TO THE METHOD OF PRICE QUOTATION 

Pricing policy for this industry—including so many diverse 
products and conditions—cannot be reduced to a single formula. 
Merchant pig iron, at one extreme, consumed generally in rela- 
tively small volume by small foundries and fabricating shops, has 
a limited geographic distribution (modified by the availability of 
cheap water transport). Hence, its widely scattered producing 
units compete but indirectly, if at all. At the other extreme, tool 
steel, characteristically manufactured in small electric furnaces 
and having so high a value relative to its bulk that transport by 
parcel post or even by airplane is feasible, commands a national 
rather than a local market among industrial users. Here special 
processes, which make possible a degree of product differentiation 
through brand name not enjoyed by tonnage steel, together with 
the small scale of production and consumption, permit individual- 
istic pricing. These two extremes delimit a whole range of special 
conditions which prompt consideration on a product basis. But, 
in general, tonnage rolled steel products display more common 
than distinctive features. This discussion is confined to those 
having such a common denominator.” 

The economically significant traits of tonnage steels are the 
following. (1) Since they are produced to specification and are 
purchased in large volume on rational buying motives (often after 


" Finished rolled steel products comprise such commodities as sheets, plates, 
shapes, black plate for tinning, skelp, and bars. Further finished products such as 
wire, tubes and pipe, and galvanized roofings, although often produced by steel 
companies in integrated plants, have special traits which prevent their inclusion 
in the general category. The analysis applicable to that category might be found 
to fit these latter items as well, but, lacking more data, one cannot assume so. 
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extensive laboratory tests), any given specification is homo- 
geneous irrespective of source. Given the capacity to roll, and 
ignoring personal factors, demand among mills is likely to be 
perfectly elastic (i.e., “cross-elasticity” is infinite). This spurs 
competition to develop new specifications more perfectly adapted 
to consumers’ requirements in order to impart a degree of in- 
elasticity to the demand curve for the product of the individual 
firm. (2) Although no final conclusion can be drawn from avail- 
able data, it seems probable that the demand for most tonnage 
steels (raw materials for further manufacturing) is more de- 
pendent on the general business prospects of consuming indus- 
tries than on the price of steel itself; i.e., it is probably relatively 
inelastic. (3) The bulk of tonnage steel is taken by a few in- 
dustries and by a relatively small number of firms in each in- 
dustry. Scale of consumption, bulk of product, and adjustment 
of product to consumers’ requirements have led to the prevalence 
of direct distribution. (4) Productive capacity for tonnage steel 
is concentrated in a few areas, of which Pittsburgh is still the 
most important."’ (5) Most tonnage steel is produced in a few 
large integrated plants in each area."4 (6) The consuming capac- 

3 In volume production of steel-making pig iron, the assembly cost of materials, 
especially coal which is both a raw material (in the form of coke) and a source of 
power and heat, first limited the economic location of blast furnaces to a few areas 
in which good coking coal was available. The by-product coke oven has freed 
the industry from dependence on certain types of coal, but the scale of operations 
imposed by the by-product process, as well as assembly costs, still restricts eco- 
nomical locations. 

Economies of heat conservation, savings in handling and transportation costs, 
and the necessity to operate blast and open-hearth furnaces at capacity have been 
important factors in the growth of the integrated firm at such locations. Steel- 
making capacity contiguous to blast furnaces permits utilization of pig in the 


molten state, and a diversity of rolling mills insures more profitable operating 
ratios for steel-making capacity despite shifts in the demand for particular products. 

™ The development of a scrap market has made possible the growth of semi- 
integrated steel companies at locations closer to the market. These plants begin 
with the production of steel, using a high percentage of steel scrap (i.e., often 80 
per cent and above) which compensates for transport costs on the pig iron required. 
Although steel produced from scrap has increased in importance, the bulk of the 
steel output depends, and is likely to continue to depend, on pig iron, i.e., on the 
fully integrated plant. 

Nonintegrated firms (which purchase semifinished steel billets or finished 
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ity of many areas tributary to a given mill or producing region 
is smaller than the productive capacity or the actual production 
of that mill, or those mills. Steel-consuming industries, as a 
group, evidence greater decentralization than the economics of 
the production of tonnage steel in the integrated steel plants 
seems to permit.’S (7) Finally, there is a tendency to multiply the 
number of steel products which a given integrated firm is prepared 
to roll. This multiplication of products creates a problem in cost 
analysis which has important repercussions on pricing policy. 
Although the products rolled are not true joint products in the 
technical sense (except as to time jointness), a substantial pro- 
portion of costs incurred by the integrated firm at each stage of 
production is common cost incurred for a varying group of final 
products. Thus the cost of any given product at any given time 
is a resultant of a series of more or less arbitrary allocations among 
products at that time and between present and future products. 
Cost becomes a dependent variable, a function of management’s 
attitude toward the present and future competitive situation.” 
In abbreviated form, this is the economic pattern which con- 
ditions pricing policy in the tonnage-steel industry. Similarity 
of product and relative inelasticity of total demand mean that 
price reduction by any one seller encroaches on the business of his 


rolled steel bars and skelp to be rolled or drawn into finished products) likewise 
are often able to locate more advantageously toward their markets. But although 
semi- and nonintegrated firms bulk large in the number of steel producers, they 
account for only a small portion of the total output of rolled steel. Economies of 
scale reinforce those of integration in establishing the dominance of the large 
integrated plant. (Thus the economic size of blast furnaces has increased to around 
1,000 tons per day, and the new wide-gauge continuous rolling mill has a capacity 
of upward of 50,000 tons per month.) The size of consuming plants and the nature 
of their requirements (i.e., special adaptation of steel specification), in themselves, 
mean that the bulk of the business in tonnage steel will be carried on by the large 
integrated plants. 

*s That some of these factors may be attributable to the basing-point practice 
itself will be considered in the following section. 

** The distinction between the nature of costs when costs are common to a 
group of products and when they are special to a given product is one of degree. 
It becomes vital when particular products in the group are not produced and priced 
individually by rivals on a competitive basis. The railroads constitute an example 
in point. 
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rivals but brings no compensating increase in total demand. The 
failure of contiguous tributary markets to provide reasonable 
utilization of each mill’s capacity even during periods of pros- 
perity, together with the limited number of important buyers, 
means that such price reduction tends to have a disproportionate 
effect on the business of a single or a small group of sellers, in- 
stead of spreading over the business of a large number. Because 
of this fewness of sellers,’’ large overhead costs, and the cost situa- 
tion among individual products, the inevitable retaliation would 
leave the price-cutting mill with lower net revenues. The out- 
come of such competition would be determined by the ability of a 
firm to bear losses rather than by its productive efficiency. So 
situated, the seller cannot overlook the direct and indirect conse- 
quences of his own pricing policy. Independent pricing, no mat- 
ter what the method of quotation, must prove chimerical and 
give place to price leadership or actual agreement."* 

This description of price-making forces in tonnage steel is as 
valid and as permanent as the economic conditions (primarily 
economies of scale and integration in individual plants and loca- 
tional factors) noted briefly above. I do not suggest that Pro- 


fessor Fetter, or any other economist, is unaware of these con- 
ditions. I do contend that he ignores them and that his con- 
clusions, drawn in so high a vacuum that they are equally appli- 
cable to wheat and tonnage steel, have dubious value as a guide 


7 Fewness of sellers, as it affects pricing policy, is not a matter of absolute 
numbers but of the immediacy or certainty of repercussions. Basic inequality be- 
tween productive capacity and consumers’ demand in tributary areas coupled with 
homogeneity of product and high transport costs leads to chain-linked markets 
highly sensitive to repercussions. Fetter ignores this fact when he emphasizes the 
number of separate plants (pp. 586-87) without consideration of their size and the 
products which they manufacture. In the steel industry a price structure essentially 
monopolistic has been maintained along with spheres in which considerable price 
independence (usually through personal discrimination) was permitted small firms 
so long as they confined their activities to a type of order (fill-in business) or cus- 
tomer in which the large integrated firm was uninterested. 

8 Fetter, who apparently cannot conceive of fewness of sellers effecting monop- 
olistic price except through collusion and agreement (p. 582), must maintain 
either that management is so stupid that it learns neither from analysis nor ex- 
perience or that any price leadership is de facto collusion whether or not there is 
prior discussion. But, if the latter is his position, he must prove that it could not 
occur under an f.o.b.-mill plan, a burden that he never shoulders. 
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to public policy. Government control can perhaps fix prices but 
can hardiy force competition where it is demonstrably not in 
the seller’s interest. Just as non-basing-point mill A sells in the 
vicinity of its mill at a base price (say, identical with that of 
basing-point mill B) plus transport to its mill under a basing- 
point system, so also it may quote an f.o.b.-mill price equal to the 
mill price at B plus transport to A. Unless the f.o.b.-mill plan 
alters the economic conditions described, this would be the most 
probable result. 


PROFESSOR FETTER’S CRITICISMS 


Professor Fetter, in taking exception to our analysis, asserts 
the following: (1) The failure of price competition in steel, 
whether or not a result of “formal collusion,” is a reflection of the 
basing-point system, itself a monopolistic device retained by 
reason of the self-interest of steel companies. (2) Fewness of 
sellers is a result of mergers financially manipulated to prevent 
price competition. (3) Our entire analysis is guilty of the “over- 
head-cost fallacy” and therefore invalid. 

The “quibble” over “formal collusion.” —It would be ridiculous 
indeed to say that any method of pricing as artificial and as com- 
plicated (i.e., in its use of all-rail freights, uniform extras, etc.) 
as a basing-point system would evolve without the aid of human 
intelligence and unmotivated by individual self-interest.’ But it 
is naive to assume that in an industry in which open price compe- 
tition is so obviously contrary to the interests of sellers, price 
leadership is dependent for its existence either on recurring agree- 
ment or on the continuation of such an artificial method of price 
quotation. Although indications of actual agreement were 
pointed out, Professor Fetter finds that each such “admission” 
is given “grudgingly.” 

Our difference is one of emphasis. To Professor Fetter the 

?In a characteristic passage, Fetter condemns “the author’s contention that 
the basing-point practice was brought about solely by a silent process of evolution 
and continues to be maintained solely by the mystic forces of oligopoly induced 
by large-scale production in the single plant. From the false premise that man’s 
conscious behavior did not in any way cause it, the leap is made to the illogical 
conclusion that human laws can do nothing to modify or prevent it’’ (p. 589, n. 


16). As literature, this is entertaining, but there is neither explicitly nor implicitly 
any basis for it in the book he is criticizing. 
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basing-point system is not a mere mechanism through which 
price-making forces inherent in the industry are expressed; it 
is the very core of monopolistic pricing itself and, if removed, 
would be supplanted by competitive pricing. In my view this 
conclusion is reached with an eye blind to the realities of steel- 
pricing. The basing-point system is a symptom of monopolistic 
forces, not a cause. Admittedly, price leadership would be more 
difficult under an f.o.b.-mill plan, and the pattern and behavior 
of prices probably would be different ;?° but they would not, there- 
fore, be more competitive or more desirable. Where oligopoly 
is present, neither sphere of influence nor price leadership depends 
on the existence of a basing-point system, although the latter 
facilitates the maintenance of either or both. 

Consequently, I agree that the question of the presence of 
“formal collusion” is a “quibble” (p. 585), and, for that very 
reason, it was undesirable to make charges against the industry 
which could not be verified. Professor Fetter, however, in order 
to establish the presumption that an f.o.b.-mill plan is synony- 
mous with the public interest, must show that the monopolistic 
forces in the steel industry are no more enduring than the basing- 
point system.” He regards our reasoning as “zeal to preserve 

» Any multiplication of pricing points renders the maintenance of a given 
pricing pattern more difficult and less important. E.g., under a basing-point sys- 
tem, the significance of a low base-price quotation is greater than the importance 
of the company filing that price because any mill in another basing-point area 
may sell in the given area at the lowest filed price. Probability of retaliation is at 
a maximum. But, under the f.o.b.-mill plan, retaliation would be probable only 
when important business was affected. Oligopolistic pricing could ignore the 
actions of unimportant mills. 

*« If conditions, in the absence of agreement, are conducive to price competition, 
it is obvious that such agreement (tacit or formal) will tend to reduce output and 
raise prices—a result seldom in the public interest. But if monopoly elements are 
inherent in the productive process, it is equally clear that price discrimination may 
increase total supply, reduce average revenue per unit, and, if there are important 
economies of scale, actually reduce prices to customers or regions discriminated 
against. The force of this argument is negative. It destroys any prima facie case 
for nondiscriminatory prices; it does not make one for discrimination in any given 
situation. Where monopoly elements are inherent (the public utilities provide a 
case in point), the public interest requires not that discrimination be eradicated 
but that it be permitted only so long as it contributes to economic efficiency and 
lower price. 





PUBLIC POLICY AND STEEL PRICES 549 


unfettered and unregulated the privilege of discriminating in 
prices” (p. 592), and he can find only a final “contradiction” in 
our conclusions which, given his interpretation, “surrender the 
main thesis.”” Throughout his article Professor Fetter confuses 
explanation with defense. His interpretation of our position is 
dominated by such emotive terms as “eager advocacy,” admis- 
sions made “grudgingly by way of belittling,” etc.; and, when it is 
denied explicitly by us, he finds only “contradictions” in our 
analysis. These misinterpretations are so patent that we re- 
frain from parading them further. It is pertinent, however, to 
emphasize that our study was undertaken not in the spirit of a 
crusade against apparent evils but in the belief that an under- 
standing of the nature of price-making forces in the steel in- 
dustry is a prerequisite of the best government policy toward this 
industry. I share with Professor Fetter a distrust of “formula- 
pricing” (p. 586), but, unlike him, my distrust extends to his 
own formula solution” of the steel problem. Effective public 
policy cannot neglect the complicated realities of a situation. 
The public interest has too often suffered the fate of a Don 
Quixote tilting at windmills. 


“The neglect of mergers.” —Professor Fetter finds that “the 
most astonishing omission in the explanation of the decreasing 
number of sellers, is the effect of financial combination of plants, 
more especially by horizontal mergers” (p. 586). That financial 
mergers have reduced the number of sellers, especially in inter- 
basing-point competition, is, of course, obvious and was recog- 
nized in the analysis of filed prices under the Code.” Although a 


# An f.o.b.-mill system of pricing would be likely to develop under “pure’’ 
competitive conditions. But to require equality in the mill net, in the light of 
actual conditions in tonnage steel, is as much a formula of pricing as a basing-point 
system. Freight absorption to meet competition is as probable in tonnage steel 
as it is improbable in wheat. Without passing judgment on its ultimate merit, 
therefore, the nondiscriminatory, competitive form of the f.o.b.-mill system of 
pricing establishes no presumption of its desirability (see above, n. 21). 

43 E.g., see definition of “independent’”’ companies for pricing analysis in The 
Economics of the Iron and Steel Industry, p. 641. Although U.S. Steel Corp., Na- 
tional Steel Corp., etc., were holding companies and not members of the Code, 
price filings of subsidiary corporations of each were considered those of a single 
independent company for purposes of analysis. 
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chapter on mergers was contemplated, it was given up for the 
following reasons. In the time available it was impossible to cover 
all phases of the industry. Mergers had been more adequately 
analyzed than any other aspect of steel, by Professor Fetter, 
himself, among others. More important, without more revealing 
cost information than we were able to assemble, it would have 
been impossible to fix, even approximately, the point beyond 
which a merger (vertical or horizontal) ceased to be justified by 
the economics of production and distribution and became pri- 
marily “financial” —a measure designed to secure monopolistic 
power. Finally, although we could not determine the extent of 
true economies of scale, it seemed most improbable that reduc- 
tion of the size of firms to the minimum necessary for high effi- 
ciency would increase numbers sufficiently to produce anything 
like purely competitive pricing.” 

It is not denied that a financial combination of the size and 
scope of the United States Steel Corporation, for example, has 
had a profoundly “stabilizing” effect on price, and that it has 
been instrumental in extending the basing-point practice to com- 
modities in which competitive pricing might otherwise have 
existed. Nor is it denied that such a combination may well have 
exceeded all bounds for which there is a probable justification in 
productive efficiency. It is certainly suspect from the point of 
view of the public. But it is a far cry to hold United States Steel 
responsible, therefore, for the absence of competitive pricing 
among tonnage-steel products. This is the real point, and, in the 
absence of more cost information, a further study of mergers 
would prove fruitless, if not irrelevant. 

“The overhead-cost fallacy.” —Because he never states the issue 
between us, it is extremely difficult even to present Professor 
Fetter’s criticism on this score. Apparently in the belief that he 
is differentiating his position, he observes, rightly, that “it is not 
overhead costs but monopoly that permits fixing prices to realize 

24 It does not follow that “large-scale production is the sole explanation of con- 
ditions making for oligopoly” (p. 587, n. 14). It does follow that it is a sufficient 


cause and that the legal elimination of other possible causes is inadequate to change 
the essential character of competition. This is the vital point. 
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overhead costs” (p. 582). It is symptomatic that this statement 
follows a quotation in which I had sought to express the same 
conclusion although in terms of fewness of sellers. We differ, 
seemingly, not over the existence of monopolistic elements in 
steel but over their source. Professor Fetter finds an otherwise 
competitive industry dominated by a few corporations swollen 
by “financial” (uneconomic?) mergers. We find an industry in 
which economic conditions result in fewness of sellers and monop- 
olistic pricing, mergers or no mergers. 

The existence of overhead costs per se is not significant. It is 
probably correct that in farming (say, wheat farming) they are 
relatively greater than in steel. In fact, during a given crop year, 
by reason of a lack of alternatives, practically all the farmer’s 
costs may be unaffected by the amount of his output, and, be- 
cause farming is typically a way of life rather than a business, 
this relative inflexibility of costs may extend over many crop 
years. Since no individual farmer, by his own actions, can exert 
any appreciable influence on price, a decline in market price, far 
from stimulating a restriction in his supply, may tend actually to 
increase it. 

Overhead costs may stimulate maximum production irre- 
spective of price. In what sense, then, may it be said that over- 
head costs in steel contribute to price maintenance and price 
leadership? First, the greater the absolute scale of invest- 
ment and the longer the service life of capital equipment in- 
stalled, the less rapidly will new rivals enter a business when 
profits are above normal and the less rapidly will installed ca- 
pacity be abandoned when profits are subnormal. With sub- 
stantial economies of scale, the number of sellers is restricted 
until each is a significant factor in total supply. If the product 
is homogeneous and total demand inelastic, the greater the pro- 
portion of overhead costs (i.e., costs unaffected by output over the 
relevant time interval), the more certain is immediate price 
retaliation. Competition becomes so patently contrary to self- 
interest that price leadership takes its place, the price leader 
fixing prices which, in his judgment, maximize net revenue under 
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existing market conditions—prices which may or may not cover 
total overhead costs.*5 

Professor Fetter unaccountably finds my discussion of cost and 
price both identical with “the older cost-of-production theory of 
prices” (p. 580), and a defense of some “moral” or “legal” claim 
for “higher prices than competition makes possible” (p. 581). I 
had thought that it was no longer necessary among economists 
(if it ever had been since Adam Smith) to defend the proposition 
that cost (the cost of the individual firm) does not in itself de- 
termine price. By the same token I had believed that a descrip- 
tion of the factors which do affect price in any actual competitive 
situation (including any monopolistic elements which may be 
present) was not a defense of the higher prices which those 
monopoly elements might establish but a condition precedent to 
the formulation of any intelligent public policy toward such an 
industry. And since the essence of oligopolistic pricing is to es- 
tablish prices which will maximize net revenues (or minimize 
losses) in a given situation rather than to produce to the point 
at which “marginal costs” equal price (the tendency under pure 
competition), to describe this theory of pricing as the “older 


cost-of-production theory”’ is to disregard the nature of the entire 
analysis.” 


2s With reference to “ ‘overhead’ in the form of watered stock and promoters’ 
commissions,” Fetter rightly asserts that ‘no one would seriously contend that 
this is the sort of ‘overhead’ which either socially warrants or economically ‘ne- 
cessitates’ higher prices for the products’’ (p. 587). Throughout the discussion 
of price competition in the steel industry (see The Economics of the Iron and Steel 
Industry, esp. p. 555, n. 2), “company overheads resulting from horizontal mergers 
or from the acquisition of raw material sources and transport media on the one 
hand or fabricating and distributing agencies on the other’’ were excluded. It was 
not possible, however, with data available to differentiate statistically the overhead 
costs in “large single plants” and “large corporate entities” even though the im- 
portance of the former was apparent. This failure may have occasioned Fetter’s 
charge of “patent confusion” between the two concepts. 


*° Fetter “confesses his inability to understand” the meaning of my character- 
ization of freight charges as “a sort of overhead like sales expense”’ (p. 582, n. 6). 
What he points out about the nature of transportation costs is elementary economics 
under a competitive system. But when competition is conditioned by monopolistic 
elements (i.e., as evidenced in freight absorption under a basing-point system), 
a mill, in effect, sells a joint product. In steel it is steel and transportation, the 
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Defining his own position, Professor Fetter asserts that he 
“has never found it necessary to hold two contrasting price 
theories at the same time’’ because “the one general rule of price, 
in our view, is that every commercial seller gets all he can when- 
ever he can (sentiment apart) and always ‘charges what the 
traffic will bear,’ although he is limited always by the refusal of 
some buyers to pay more”’ (p. 583). “In such a reciprocal demand 
price theory it is never assumed that competition, ‘pure,’ ‘per- 
fect,’ or ‘complete,’ is the normal condition in the real world of 
business” where “frictions are numerous” (p. 584). The implied 
criticism of my own analysis rests on an ambiguous use of the 
concept of a price theory. His “one general rule” appears to be 
no more than the fundamental assumption of all economic 
analysis—the principle of self-interest. Assuming its validity,?’ 
the pattern and behavior of prices in any given industry are re- 
sultants of the conditions (the variables in the problem) which 
fix the amount which any seller may hope to charge within the 
limits of a “refusal of some buyers to pay more.” Although the 


latter through its ability to include more or less freight than the actual freight ex- 


pense, paid by the buyer and allowed by the mill, in the delivered price. In other 
industries it may be brand name or other distinctive features established through 
advertising to differentiate the commodity. In any given instance the mill may 
or may not be willing to quote for a potential order, but a large proportion of its 
business is with an established clientele in predetermined regions, largely selected 
by its own sales activities. Any manager, therefore, in calculating the most de- 
sirable base price for steel from the point of view of his business as a whole must 
consider the approximate net freight absorption associated with a desirable scale of 
operation. In so far as cost is a factor at all in pricing policy and any permanent 
or semipermanent relationship is established between a mill and its customers, 
freight absorption in a delivered-price system is a factor which affects the base 
price (and, therefore, delivered cost throughout the mill’s selling area) not directly 
in each sale but indirectly in the manner of all overheads. And, like any other 
overhead, it may tend either to increase or to decrease average unit costs depending 
on its effect on productive efficiency. 

27 That maximization of profit is the controlling motive in price-making is a 
somewhat dubious premise of analysis in an economy dominated by corporations 
in which “owners” are primarily investors, and salaried managers have displaced 
the owner-entrepreneurs of classical theory. But correction, if needed, must 
await a more detailed knowledge of managerial policy (see A. R. Burns, “The 
Organization of Industry and the Theory of Prices,” Journal of Political Economy, 
XLV, No. 5 [October, 1937], 662-80). 
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principle of self-interest does not depend on assumed conditions of 
competition, any theory of price must embrace those conditions 
through which an undifferentiated desire to maximize profit is 
transmuted into a specific pattern of prices. Presumably, Pro- 
fessor Fetter would not deny that competitive and monopolistic 
prices behave differently and that the differences are significant 
for public policy even though the desire to maximize profit be 
assumed to characterize both. It is this behavior of an undifferen- 
tiated profit motive under varying economic conditions which is 
distinguished in the concepts of pure, monopolistic, and oligopol- 
istic competition. Professor Fetter is accused not of using the 
term “pure competition” (pp. 589-90) but of proposing a “solu- 
tion”’ of the pricing problem in steel apparently on the assumption 
that economic conditions compatible with the existence of pure 
competition are present. 

In concluding this section, then, it is admitted that inherent 
in the basing-point system are geographic price discrimination, 
expressed in variable mill nets by reason of charges for “phan- 
tom’’ freight in some areas and freight absorption in others, and 
the phenomenon of cross-hauling. Less in the nature of provable 
fact but reasonably certain, a basing-point system facilitates 
price leadership which in turn tends to minimize the frequency of 
price change, to maintain identical delivered prices in certain 
areas, to stabilize prices over the phases of the business cycle, and 
probably to retain producing equipment (whether obsolete or not) 
in certain producing centers distant from consuming areas. Fur- 
thermore, it is acknowledged that f.o.b.-mill pricing, strictly en- 
forced, would eliminate geographic price discrimination and 
cross-hauling and would embarrass price leadership. On the other 
hand, there is strong reason to believe that economic conditions 
in tonnage steel are incompatible with price competition and that 
the substitution of an f.o.b.-mill pricing system for the present 
multiple basing-point system might disturb the present pricing 
pattern but would not make it more competitive. 

A final appraisal of these alternative pricing methods depends 
on (1) the influence of each on the creation or perpetuation of 
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excess capacity in the steel industry and (2) the effect of each on 
the utilization of capacity in the short and in the long run. 
III. PRODUCTIVE EFFICIENCY AND THE 
METHOD OF PRICE QUOTATION 

The determination of the presence, let alone the extent, of 
excess capacity or overinvestment in the steel industry is ex- 
tremely difficult and highly controversial. Under even pure com- 
petition, where industry is subject to wide cyclical fluctuations in 
demand, utilization ratios and the rate of return on investment 
suffer as criteria of excess capacity because of plant economical for 
peak loads but obsolete for continuous operation and plant in- 
stalled against growth in load. Approximations, however, are 
possible. But in the steel industry these tests are even more 
dubious. Where prices are oligopolistic, the existence of no more 
than a fair return on investment, either in peak years or over a 
period of years, is consistent with the presence of excess capacity 
and overinvestment. Quite aside from the question of what con- 
stitutes capacity (clearly a variable depending on the level of 
prices), the problem is further complicated in steel by reason of 
the relation of rolling capacity to steel-making capacity (already 
noted) and the development of such equipment as the continuous 
mill which, with the adjustment of the rolls, may roll several quite 
distinct products—plate, shee*, strip, black plate for tinning, and, 
perhaps, the widest classes of skelp. The capacity to roll any one 
of these products depends on the specification required, es- 
pecially the width and thickness. The capacity of the industry to 
produce any given finished rolled product, then, is limited by (1) 
its capacity to produce pig iron and steel ingots, (2) the demand 
for other steel products and the peculiar pattern of demand 
among those products, and (3) the specification most in demand 
and the number of specifications required. Thus it is inevitable 
that utilization of over-all rolling capacity will be substantially 
lower than that of iron- or steel-making capacity, and it is practi- 
cally impossible to say what, in general, constitutes a proper 
balance for the industry between the former and the latter. No 
attempt will be made to do so in this paper. 
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Using capacity figures as reported by the companies, it was 
discovered that, even in the peak year of 1929, the ratio of pro- 
duction to capacity for the industry was only 82.5 per cent for 
pig iron, 87 per cent for steel ingots, and 76.3 per cent for finished 
rolled products. In prior and in succeeding years these ratios 
were substantially lower. From 1931 to 1934 (the last year 
studied) both ingot and finished-product capacity increased 
despite the depression decline in business. By the latter year, 
utilization ratios had fallen to 31.7 per cent, 37.2 per cent, and 
35 per cent for iron, steel, and finished products, respectively. 
But the last figure for finished products is undoubtedly excessive 
because, beginning in 1933, finished-product capacity was re- 
ported as a function of ingot capacity rather than the rated 
capacity of equipment to roll. 

Underutilization of capacity provides the most obvious explan- 
ation for the low earnings record of integrated steel corporations 
compared with other manufacturing concerns. Over the six-year 
period 1925-29, the ratio of net income to capitalization averaged 
only 6.37 per cent, substantially below the ratios found by 
Dr. Ralph C. Epstein for a group of 2,046 and another group of 


50 miscellaneous manufacturing companies in every year of the 
period covered. During the four years, 1931-34, this ratio for 
steel companies showed an average loss of 1.82 per cent.” 


28 These results may have reflected arbitrary valuations of ore and coal properties 
among integrated steel companies as compared with other manufacturing com- 
panies. Certainly, integrated companies had a larger proportion of total capitaliza- 
tion than of capacity to produce pig iron, steel ingots, or finished products compared 
with semi-integrated and nonintegrated firms. The ratios which cover 154 selected 
companies as of December 13, 1933, are shown below: 
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The difference is sufficiently small in each case to suggest, in the absence of any 
segregation of returns on such properties, that correction of earning ratios for 
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Such data suggest but are inadequate to prove the existence of 
excess capacity or overinvestment in the industry as a whole. 
There are, however, certain general considerations which indicate 
that excess capacity is probable in the steel industry both as a 
temporary and as a permanent phenomenon. (a) Technological 
changes have tended to increase the capacity of the most efficient 
units of equipment at each stage of production.”® Other things 
equal, the larger the minimum efficient size of units of equipment, 
the greater the probability that capacity in excess of demand will 
be installed during a period of growth. In itself, this is a tem- 
porary influence. (5) The installation of new capacity follows 
from a desire (i) to share in profitable volume business (e.g., 
automobile sheets and the continuous mill) ; (ii) to balance rolling 
capacity among particular products in order to protect utiliza- 
tion of iron- and steel-making capacity against shifts in demand 
(e.g., the post-war emphasis on light steels as opposed to heavy 
capital goods); (iii) perhaps to forestall the entry of new firms 
(e.g., the pricing of semifinished steel to preclude the installation 
of steel-making capacity by nonintegrated mills). With econo- 
mies of integration and the correlation between size and efficiency 


of production units, price competition would normally tend to 
reduce the number of plants. But we have found that price 
competition in tonnage steel tends to be minimal in the short run 
and restricted in the long run. Given the durability of equipment 
and the large minimum efficient size of production units, there- 
fore, a permanent tendency toward excess capacity for the in- 
dustry as a whole seems almost inevitable (e.g., practically every 


integrated steel companies by the elimination of investment in ore properties from 
capitalization would not alter substantially the comparison made in the text (see 
The Economics of the Iron and Steel Industry, chap. x, esp. pp. 403 ff., and Table 103). 


** Thus, average daily capacity of blast furnaces increased from 439 to 629.4 tons 
from 1925 to 1933 and average daily capacity of basic open-hearth furnaces rose 
from 125.1 to 175.3 tons from 1925 to 1931. These figures understate the compe- 
titive importance of size, for one of the most outstanding features of the period 
studied was the correlation between size of firm and increasing size of equipment. 
Rolling mills may not be compared on the same basis because they vary so widely 
in design, layout, and degree of mechanization of auxiliary equipment. But the 
new type of continuous rolling mill will displace many of the smaller old-type 
mills (ibid., pp. 326-30). 
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company financially able to afford the required investment of 
some ten to thirteen million dollars has installed a continuous 
mill). Under competitive capitalism, such influences make the 
investment situation in steel essentially analogous to that in 
railroads or in the electric utilities. 

Information available indicates that installed capacity for 
various steel products in several regions exceeds the quantity of 
such products consumed in areas contiguous to plant location 
without overlapping the location of other producing centers, with 
a general concentration of surplus capacity in the Pittsburgh- 
Youngstown region. It is also apparent that this phenomenon is 
continuing and not temporary.*° Despite this regional surplus 
capacity, the United States Steel Corporation has expended many 
millions of dollars in recent years in a modernization and exten- 
sion of its plants in the Pittsburgh area. Is this expenditure 
economically justified from a social point of view? The question 
poses a fundamental problem. Is surplus capacity in the Pitts- 
burgh area evidence of economic maladjustment? Again, data are 
not available to give a positive conclusion. But the following con- 
siderations render an affirmative answer dubious. (1) From the 
point of view of assembly costs for pig iron, Pittsburgh appears 
to be a relatively low-cost region.** (2) A failure to provide 
modernized equipment to roll flat-rolled steel in conjunction with 
its existing iron- and steel-making capacity in the Pittsburgh area 
might jeopardize investment in the latter because of lack of 
balance. (3) Although Pittsburgh suffers a freight handicap com- 
pared to, say, Buffalo or Cleveland in shipping into Detroit, it is 
more central than either (and more central than Birmingham) to 
a wide market for a diversity of steel products, and, by reason of 

3° The data need not be repeated (see The Economics of the Iron and Steel In- 
dustry, chap. iii, pp. 61-75). 

3 A special computation of assembly costs for basic pig iron made for the Pitts- 
burgh Bureau of Business Research by a Cleveland firm of consulting engineers 
indicated that assembly costs per ton were lower at Pittsburgh than at Detroit, 
Chicago, Wheeling, Youngstown, St. Louis, and Ashland (Ky.) although higher 
than at Birmingham, Buffalo, or Cleveland. These calculations were made per- 
force on estimates but may be taken to indicate roughly the relative importance of 


assembly costs in the various regions (see ibid., pp. 378 ff.). Corrected to the 
summer of 1937, assembly costs were lower in Pittsburgh than at either Cleveland 


or Buffalo (see Pittsburgh Business Review, January 31, 1938). 
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water transport, it is economically much closer to the South and 
Southwest. In other words, so long as government does not con- 
trol investment directly (and probably even if it did), capacity 
cannot be economically located with reference to the market for a 
single steel product. Only a knowledge of the details of cost and 
of markets for each of the group of products would enable one to 
say whether this investment in Pittsburgh was economically 
justified from a social point of view. But so long as the bulk of 
steel ingots are produced most economically in the integrated 
firm, it may be confidently expected that rolling capacity will be 
extended in conjunction with such steel-making capacity. 

Is regional surplus capacity a result of the basing-point system 
and would it tend to be corrected under an f.o.b.-mill plan? It is 
possible that, with an f.o.b.-mill pricing system from the be- 
ginning, there might have been a more equal adjustment of 
regional capacity to demand. The right to absorb freight and to 
charge phantom freight may have tended to increase the size of 
plant and multiply the number of products rolled at a given mill. 
Initial location of raw-steel capacity may have been perpetuated, 
after market changes rendered it uneconomical, through a ten- 
dency to replace equipment wearing out currently in order to get 
full use of more durable equipment already installed, and multi- 
plication of rolling facilities may have reacted over time on the 
capacity to make iron and steel. Proof or disproof of this hypoth- 
esis is not possible at present, but, before it is embraced, it is 
well to weigh several characteristics of a basing-point system. 

In the first place, historical evidence does not substantiate the 
claim that the basing-point system is responsible for regional 
excess capacity. Pittsburgh had already become the dominant 
center of steel production before the system was devised. To 
1921, when it was the only basing point (with negligible excep- 
tions), as well as thereafter under the multiple basing-point sys- 
tem, the proportion of total capacity and of total production 
(iron, steel ingot, or finished products) accounted for by Pennsyl- 
vania declined steadily, while that in western states—Ohio, 
Indiana, Illinois, Michigan, etc.—increased in response to the 
westward shift in demand. Basing points added after 1921 repre- 
sented major producing regions which had grown under the aegis 
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of Pittsburgh-Plus. It is idle to speculate on whether the relative 
decline in the Pittsburgh area was retarded by the basing-point 
system. 

A priori reasoning reinforces the evidence that a basing-point 
system is consistent with and may even stimulate dispersion of 
capacity. Although location at a basing point (in a single basing- 
point system) permits sale in any market without freight absorp- 
tion, location freightwise away from the basing point toward the 
market permits excess profits (costs assumed equal) on sales in 
the vicinity of the mill and toward the market, through phantom 
freight. As the number of basing points is multiplied, the ad- 
vantage of basing-point location (unless the basing point is at 
the market) is reduced in so far as inter-basing-point price 
' differentials are less than inter-basing-point freight charges. This 
financial advantage in non-basing-point location will increase 
with the dispersion of the market and the height of established 
base prices. To hold, then, that the basing-point system is 
responsible for regional maladjustment of capacity is tantamount 
to asserting that the profit motive has not been active in the 
steel industry or that it has been subordinated to other consid- 
erations. To maintain that considerations other than apparent 
profit are given excessive weight under a basing-point system but 
would be subordinated to the profit motive under an f.o.b.-mill 
plan is to assume that the latter would lead to price competition. 
But, if the failure of competitive pricing in steel is not primarily 
attributable to or dependent on the method of price quotation, 
the latter assumption is gratuitous. And if regional surplus ca- 
pacity has developed in opposition to the apparent financial 
stimulus given by the pricing system, it is reasonable to assume, 
in the absence of knowledge to the contrary, that the economies 
of concentration outweighed those of dispersion. If this assump- 
tion proves correct, any artificial method of pricing inconsistent 
with those economies must tend to reduce productive efficiency 
both in the short and in the long run. I conclude that there is a 
presumption in favor of the view that the basing-point system is 
not responsible for the creation or perpetuation of excess capacity 
in the steel industry. 

Given regional surplus capacity, what effect does the method of 
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price quotation have on the utilization of capacity? In other 
words, does the right to absorb freight tend to increase productive 
efficiency or is its effect nullified by market interpenetration and 
cross-hauling? Were the latter correct, the net result of freight 
absorption would be a social waste which merely tended to 
raise the level of base prices or to reduce profits. 

At present it is impossible to determine the amount of true 
cross-hauling. That it exists (and where it exists it is a private 
and social waste) is certain but that it is of paramount importance 
may be doubted.* It is increased, no doubt, by the national sales 
organizations of large steel corporations and by a pricing system 
which eliminates price competition at the point of delivery. On 
the other hand, it is held in check by the financial stimulus to 
cultivate the contiguous market before seeking less profitable 
business far afield. Primary concentration of surplus capacity in 
the general Pittsburgh-Youngstown region and the wide geo- 
graphic dispersion of markets for many steel products reduce the 
probability that freight absorption will be nullified by market 
interpenetration. But it might seem that the very concentration 
of surplus capacity was a potent reason why mills, under an 
f.o.b.-mill plan, could establish mill prices that would enable 
them to attain reasonable utilization without discrimination and 
with advantage to consumers. This belief, I think, rests on the 
assumption that, in general, the market for each steel product 
tends to be evenly dispersed around each mill. Unfortunately, 
this is not the case. A uniform reduction in mill price may involve 
considerable loss of revenue in contiguous markets with much 
less than a compensating increase in sales through the consequent 
extension of market area. Thus, ‘the advantage to a mill in a 
particular order at a given mill net does not imply that it could 
afford to charge this net on its total business or even that its base 

# Study of shipments by Pittsburgh mills over a sample Code period showed 
that by far the greatest amount of freight absorption occurred in shipments to 
western and southwestern areas in which prices were quoted from Gulf ports and 
Pacific Coast ports. These were nonproducing basing points, and the shipments 
were in no sense market interpenetration unless it be contended that these areas 


are naturally tributary to foreign steel manufacturers. These basing points were 
established ostensibly to meet foreign competition. 
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price could be lowered without loss of reasonable return.*? If it 
were economical to confine production to a single product, a shift 
in plant location toward the market might be socially desirable 
and strategically imperative. But, if such specialization is not 
justified, freight absorption is likely to permit fuller utilization 
and consequently more efficient operations in areas of surplus 
capacity so long as the competitive situation is oligopolistic.*4 

Since the failure of price competition and the development of 
either general or regional excess capacity in the steel industry 
depend on economic facts which express themselves in, but are 
not derived from, the basing-point method of price quotation, the 
imposition of the f.o.b.-mill plan would have no more than a 
superficial effect on either. But the fact of regional surplus ca- 
pacity and the unequal dispersion of demand, especially that of 
volume customers, around mill location, suggest that any scheme 
of prices which prohibited freight absorption would reduce pro- 
ductive efficiency. This is the basis for asserting that Professor 
Fetter’s formulation of the f.o.b.-mill plan is not in the public 
interest. It is evident that sufficient data are not available to 
establish more than a presumption of the truth of this contention. 
This presumption, however, is of great importance for public 
policy. Industrial investment in steel mills and in consumers’ 
plants has been conditioned by a basing-point system of prices 
for over thirty-five years. The f.o.b.-mill plan would alter arbi- 
trarily the competitive advantage of location over a substantial 
portion of American business. Although the significance of the 

33 By the same token, net freight absorption by mills in a given area does not 
imply that f.o.b.-mill prices would be lower than basing-point prices. The loss of 
phantom freights on contiguous business and uneconomical restriction of output 
might well result in f.o.b.-mill prices higher than basing-point prices. 

34 The freight absorption in a basing-point system may also contribute to 
economic efficiency by contributing to quantity output of a given specification. 
Quantity production without the necessity of roll changes is an important economy 
in a manufacturing process as highly mechanized as that of tonnage steel. 

From the point of view of smaller steel consumers, the increase in potential 
sources of steel, at no price disadvantage, reduces the period of waiting for rolling 
dates and therefore the necessary size of inventories. Indeed, where consumers’ 
markets were regional, it was emphasized in interviews that the actual level of 
steel prices was less important competitively than the knowledge of delivered cost 
to rivals and the existence of a minimum delivered price which obviated costly 


purchasing and traffic departments. These are secondary “virtues’”’ of a basing- 
point system, although not to be ignored in any final appraisal of the system. 
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change, especially from the point of view of steel mills, may be 
easily exaggerated, unless the public advantage in such a change 
is not only definite but substantial, it may create more injustice 
than it corrects. This “vested right” (primarily, as I see it, the 
right to absorb freight) in the present pricing system has only a 
negative force. Vested interests can and should be disturbed 
when there is a clear gain for the public welfare. But the burden 
of proof rests on the proponents of change. Adoption of the 
f.o.b.-mill plan, therefore, requires a demonstration of substantial 
public advantage. Analysis, however, establishes a presumption 
that it involves positive and uncompensated disadvantages. 

The argument of the preceding pages does not apply with equal 
force to a mill-price system with freight equalization. Such a 
method of pricing retains for the mill the vital right to reach im- 
portant markets through freight absorption. The delivered pric- 
ing system is modified (perhaps more in form than in fact), but 
the principle remains. One’s conception of the public interest in 
such a scheme of pricing, it seems to me, reflects one’s evaluation 
of certain imponderables: (1) the assumption that the observed 
historical tendency of basing-point price differentials to fall be- 
low inter-basing-point freight charges as the number of basing 
points is increased will characterize a further increase in pricing 
points until each mill is a base; (2) the strengthening of individual 
strategy as against group or leadership strategy implied in a 
multiplication of points at which price is quoted; and (3) the 
possibility of price competition at the point of delivery once the 
freight-rate formula of the basing-point system is supplanted by 
equalization of actual transport costs implicit in mill-door delivery 
at buyer’s option. 

Without attempting an adequate analysis of these possible 
results, attention is called to the following considerations which 
qualify their probable significance. (1) New basing points have 
arisen historically as installed capacity in a given region tended 
to exceed local demand. To provide something of a market in all 
directions, a reduction of the new base price below the prior de- 
livered price was consistent with essential price control through- 
out the industry. Oligopoly would reduce the probability of such 
shading, however, as the number of existing pricing points in- 
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creased. (2) Just as relative independence of small mills on cer- 
tain types of business is consistent with price leadership on other 
types of business under a basing-point system, so, under mill 
prices, some increase in apparent individualism might be ex- 
pected. But the extent and importance of the change remain 
limited, as under a basing-point system, by the certainty of price 
retaliation on volume business. (3) The change that might be 
brought about through freight equalization, as opposed to the use 
of a freight-rate formula, in delivered prices is likely to be 
minimal, unless one thinks of the latter as it was administered 
by a Code authority empowered to levy liquidated damages in 
case of violation, because in other periods violation of the freight- 
rate formula (or a shading of the base price) for important cus- 
tomers was characteristic. Apparently, it is believed that the 
mill-base plan will assure for small customers advantages pre- 
viously enjoyed only by important buyers. Although now quali- 
fied by the Robinson-Patman law, the possibilities in extras (for 
quantity, special handling, etc., involved in delivery at the mill 
door or by mediums other than rail) lead the writer to doubt this 
. conclusion where mill-door delivery under oligopoly is not in the 
mill’s interest and threatens stability of the pricing plan. 

The mill-base plan, then, promises some advantages over a 
basing-point system, although their significance is dubious. It 
involves some positive disadvantages for smaller customers (see 
above, n. 34). But it is definitely preferable to an f.o.b.-mill plan 
because it permits a pricing policy which (through freight absorp- 
tion) is consistent with the attainment of maximum practical 
productive efficiency. 


Iv. CONCLUSIONS 


The economic evolution of capitalism has posed, and is likely 
to pose, an increasing number of problems in social control. To 
solve these in the public interest must mean to augment pro- 
ductive efficiency (or to curtail it as little as is consistent with 
protection against monopolistic exploitation). This seems to 
imply, where our present interest is concerned, that any inter- 
ference with pricing shoyld be adapted to the economic peculiari- 
ties of the industry subject to control. With this point of view, 
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the study of price-making forces in the steel industry was under- 
taken. 

But search of available material was disappointing. Except 
during the Code period actual prices charged for steel could not 
be deduced from prices quoted in the trade journals. Base prices 
were not a matter of record but were estimated from such scraps 
of information as could be gathered by journal representatives. 
Actual prices, including unknown amounts of extras charged or 
waived, freight absorbed, etc., were even more conjectural. Cost 
information would permit determination neither of the fairness 
of base prices and the amount of discrimination nor the probable 
limit to economies in mergers and the effect of mass production 
on unit costs. Shipments of steel products from plants or pro- 
duction regions to consuming areas were not ascertainable, and, 
therefore, no value could be placed on the amount of systematic 
discrimination or the extent of market interpenetration. It was 
possible, however, to establish a strong presumption that (ca) 
economies of scale and integration and assembly costs are re- 
sponsible for the dominance of large plants in each producing 
area, and hence the source of inherent monopolistic elements in 
pricing; and (6) regional surplus capacity is probably caused by 
the economics of the industry rather than the method of pricing 
and requires the right to absorb freight to attain maximum pro- 
ductive efficiency. 

Professor Fetter, therefore, is correct in stating that our 
analysis and our conclusions are essentially negative. We found 
that some form of basing-point system (i.e., essentially, the right 
to absorb freight) is required by the structure of the industry and 
that consequent discrimination in pricing might necessitate some 
degree of public control. But it was not possible to recommend 
specific controls (e.g., specific limits to freight absorption or even 
that such limits should be imposed). To have done so would have 
stretched our data and indulged our preconceptions.*’ For the 


3s Apparently because we did not advance a formula for limiting freight absorp- 
tion and did criticize some that had been advanced, Fetter finds our conclusion a 
“defense of wholesale discrimination” (p. 594, n. 32); our admission that freight ab- 
sorption “may result in widespread social waste,” and our contention that the right 
to absorb freight is necessary merely evidence confusion and contradiction. With- 
out a measure of the extent of market interpenetration and the “social wastes”’ 
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same reasons we could not recommend specifically what basing 
points should be established and for what products. 

To Professor Fetter, this is an admission of weakness which 
stamps the major conclusions of the study “as rashly formed and 
unintelligent” (p. 596, n. 35) and leaves it “without even the 
pretense of definite application to aid in the solution of any 
present practical issues of public policy” (p. 604). Surely, this 
is the voice of the medicine man, not that of the social scientist. 
Admitting discrimination and freight absorption, a doctrinaire 
“solution” is not embarrassed by a lack of knowledge of their 
amount or their significance. With it, the cure for monopoly is 
competition, and the cure for a discriminatory pricing system is 
a nondiscriminatory system. Our analysis of production and dis- 
tribution in tonnage steel indicates that the problem is not quite 
so simple. 

In the midst of an agitation for social control of a basic in- 
dustry, our study of the pricing problem indicated three things: 
(1) a presumption that the public cannot be protected from 
monopolistic exploitation by a change in the method of price quo- 
tation and that Professor Fetter’s f.o.b.-mill pricing formula 
would not only be ineffective for this purpose but also that its 
effect, if any, would be to reduce productive efficiency; (2) the 
type of information, not now available, which is an essential pre- 
requisite of any positive social program if capitalism is to be made 
to serve the public interest; (3) the fact that the industry will not 
disgorge voluntarily the information necessary to determine 
definitively the amount and extent of the “‘evils’”’ to be corrected, 
to say nothing of the means to correct them. 

On the theory that a strong attack is the most dramatic de- 
fense, Professor Fetter disdains to defend his f.o.b.-mill plan and 
masks its ex cathedra pedigree with a diatribe against inconsis- 
tencies in our analysis—inconsistencies created by his own inter- 
pretations. We are willing to leave the issue to the reader. 


associated with it, it had seemed to us self-evident that it was futile to advocate 
any arbitrary limitation of freight absorption or even to conclude that such limita- 
tion was necessary. As Fetter points out in another connection, “utopian purity is 
not to be expected.” The assumed evils of market interpenetration might prove, 
in fact, to be less socially wasteful than regulatory efforts directed at their eradication. 

















REJOINDER TO PROFESSOR DE CHAZEAU’S REPLY 


FRANK ALBERT FETTER 
Princeton, N.J. 


r ‘HE author, in his discussion of the basing-point policy in the 
work which I reviewed,’ singled out my published opinions as 
the special object of attack, with the flattering, but quite er- 

roneous, implication that I was the inventor and sole patentee of the 

f.o.b. mill method of selling. This was his privilege, but it imposed 

upon me a quasi-public duty to review his argument, which I endeav- 

ored to do in parliamentary language and with no personal animus. I 

appreciate the tone of his present reply, which, despite some pardon- 

able phrases and various lingering inaccuracies in the interpretation 
of my position, admirably preserves the amenities. 

The spirit of debate or pride of opinion, or both, often make it 
impossible even for supposedly cold-blooded academic theorists to 
understand the plain language of their opponents. Take for example 
the author’s reply to my emphatic denial (pp. 589-90), on behalf of all 
defenders of mill-base policy, of any claim that the abolition of the 
basing-point practice would restore “perfect” competition. I indicated 
also what were the restricted, though still considerable, “claims actual- 
ly made for the mill-base rule” (p. 590). That ought to have cleared 
up the confusion on this point, but it simply evoked another. All that 
the author gets from the reviewer’s denial is that “Fetter objects to 
the term ‘pure’ ’’; whereas, I did not object either to the term pure or 
to the term perfect, but did object to the author’s characterization of 
my views regarding “perfect” competition. Yet the author again im- 
putes to the advocates of the f.o.b. mill-base rule the quixotic claim of 
perfection for the results. He even strengthens the charge in these 
words: “The only monopoly elements Fetter seems to recognize in 
steel arise from ‘financial combinations’ and agreements, etc.”; a 
statement without warrant, for well I know that the ways of monopoly 
are devious and past prediction, and that eternal vigilance is the price 
of economic as well as of political liberty. The author’s advice in this 
matter of abolishing the monopolistic basing-point practice is to let 


* See my review article, ““The New Plea for Basing-Point Monopoly,” Journal of 
Political Economy (October, 1937), pp. 577-605. 
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the patient die of pneumonia, because one cured of that disease will 
still be liable to catch the measles and the mumps. 

When an interchange of personal opinions has reached a certain 
stage it begins to verge upon the tedious and the futile, and a detailed 
rejoinder by me would have to be largely an argumentum ad hominem 
(as, naturally, is most of Professor de Chazeau’s reply), rather than 
ad rem. I therefore heartily echo his concluding wish “to leave the issue 
to the reader” as respects the errors in our real or imputed views and 
their peculiar phrasing. 

May I, however, refer in an irenic spirit to some more impersonal 
points on which we are nearer in agreement? First, it should be ob- 
served, the author’s plea for basing-point monopoly is truly a “new” 
one, as expressed in the title of my review article; and notably in this 
respect, that it takes as its major premise a fact always strenuously 
denied by “the industry” (not only the steel industry, but all other 
basing-point industries), namely, that the basing-point practice is a 
monopolistic device made possible and maintained by monopolistic 
power. With the author at this point of departure I am in full agree- 
ment, and he scouts as fully as I could the absurd contention that what 
is happening is merely the working of competitive forces according to 
“the law of supply and demand.” The obvious reason, which the 
author ignores, why the industries have not used and do not dare to 
use his type of argument to justify the practice is that it would subject 
them to the penalties of existing law as self-confessed monopolists. 
Using, perhaps unconsciously, the debater’s tactics, the author per- 
sistently seeks to shift the burden of proof upon the advocates of the 
f.o.b. mill plan by insinuating that they are proposing something new, 
unlegalized, and untried, in place of a long-established legalized prac- 
tice which he favors! In his reply he pleads the cause of “vested rights” 
more cautiously than before, but still as erroneously in principle, with 
his identifying of vested wrongs with vested rights. 

I share the author’s belief that the immediate explanation of the 
monopolistic power lately acquired in certain industries is fewness of 
sellers. But at the next step, in accounting for this fewness, we part 
company, for he seems to me to ignore the historical realities. My 
specific criticisms were set forth in the review, and I regret to say that 
I cannot concede that the author has bettered his case in the concessive 
and evasive reaffirmation of his views on formal collusion, neglect of 
mergers, and overhead costs. When referring to mergers he repeats the 
confusion of size of the single technical plant with “size of firms”; and 
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he again omits mergers from the causes of monopolistic pricing in the 
summary; and he takes refuge in the ambiguous suggestion that noth- 
ing whatever is worth doing to increase the number and independent 
action of sellers unless it will certainly produce something “like purely 
competitive pricing” —again the quibble on perfection. 

Still the author brings agreement nearer in his reply both by the 
omission of certain ideas that were prominent in the book and by the 
admission of certain truths formerly denied, ignored, or imperfectly 
recognized. It is largely a matter of emphasis, but the net effect on the 
tone of the author’s conclusions is noteworthy. Such mystical and 
question-begging concepts as “natural economic evolution” and the 
peculiar “economics of the industry,” so frequently used before as sub- 
stitutes for actual history and valid argument, all but disappear. 
Among other changes, the inherent discriminatory nature of the bas- 
ing-point practice, and the difficulty, or even impossibility, under the 
f.o.b. mill-base rule, of geographical discrimination, monopolistic price 
leadership, and retaliation to discipline the independent mills, are more 
clearly recognized; the overhead-cost argument is far less confidently 
expressed; it is now seen that mergers have reduced the number of 
sellers and have had a “stabilizing” effect on prices; and the possibility 
is even conceded that the f.o.b. mill plan would result in “a more equal 
adjustment of regional capacity to demand,” and more economic con- 
ditions otherwise. In these and other ways the author’s arguments, if 
not his conclusions, are now much less open to criticism. 

For it would not be accurate to say that he consistently applies these 
truths. For him to do so would be to surrender his whole case. He 
merely abandons, as it were, some untenable terrain and attempts to 
reform his demoralized forces and to take up a position less vulnerable 
to attack. But is it not surprising how one conceding, as he does, that 
competition makes for economic efficiency and is the social ideal, and 
how one recognizing, as he does, the evils and wastes of cross-hauling, 
discrimination, and cutthroat retaliation, could still defend practices 
which he admits, and even insists @ ouérance, are monopolistic, dis- 
criminatory, and retaliatory, and could advocate leaving large monop- 
olistic powers in private (or corporate) hands without daring to suggest 
definitely a single specific measure of limitation and social control? 

The author’s final stand is made on the argument for “productive 
efficiency and the method of price quotation.” This, while repeating 
various features of the earlier argument (with the defects point- 
ed out by the reviewer), is considerably recast, without, I venture 
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to say, becoming more convincing. Indeed, the author appears not to 
have been able to convince even himself. With a frankness which does 
him credit while discrediting his conclusions, he repeatedly confesses 
the lack of available evidence to substantiate what he admits are no 
more than “presumptions.” It is a most speculative and conjectural 
outcome of an ostensibly inductive study. 

It is to be hoped, nevertheless, that the present interchange of views 
has not been entirely fruitless. Though neither disputant may be able 
entirely to convince the other, some of the impersonal issues may, for 
the students of this subject, have been clarified by this discussion. 





BOOK REVIEWS 


Economists and the Public: A Study of Competition and Opinion. By 
W. H. Hutt. London: Jonathan Cape, 1036. Pp. 377. 15s. 


This book is primarily a tract for the times, defending the orthodox 
economic case for individualistic competition and explaining the failure 
of orthodox economists to convert the public to their views by the lack 
of sound mental habits on the part of the public, by the biased ignor- 
ance on the part of sociologists and political scientists as to the nature 
of the economist’s argument, and by treason within the ranks of the 
economic profession itself resulting from its corruption by political 
ambitions, financial entanglements, and the craving for popularity. 

The author claims on behalf of competition that it gives maximum 
scope to “consumer’s sovereignty’’—the essential economic element in 
individual freedom—which latter is treated as an ultimate value. 
Consumer’s sovereignty is, in this connection, frequently compared 
with political sovereignty of the individual as exercised through the 
ballot—to the disadvantage of the latter. The obvious objection to 
this comparison—namely, that consumer’s sovereignty is sovereignty 
of the dollar and resembles more closely the plural voting of the Angli- 
can vestry than the one-adult-one-vote of political democracy—is met, 
though at a surprisingly late stage of his argument, by presentation 
of a program for minimization of unearned inequalities of wealth 
through drastic restriction of private inheritance, steeply progressive 
taxation, public support of education, and removal wherever possible 
of sources of special privilege. 

Competition is defended not only as essential to individual liberty 
but also as serving more effectively than any other mode of economic 
organization the economic welfare of the community. The argument 
here, however, is unduly sketchy and dogmatic in tone and relies more 
than is expedient on bare references to other writings of the author. 
The possibility that the interests of the individual in “liberty” in 
the economic field may not be confined to his activity as a consumer 
and may to a large extent be of such a nature as not to be adequately 
protected, even in a substantially competitive economy, merely by 
exercise of his “consumer’s sovereignty,” is given scant and generally 

$71 
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hostile consideration. The entrepreneur is treated throughout as mere- 
ly a medium through whom the edicts of the sovereign consumers are 
transmitted to the productive agents. That in addition to the market 
the internal government of the workshop provides another legitimate 
field for struggle for ‘“‘sovereignty,’’ for individual status and freedom, 
the author would apparently deny. That he sees no important differ- 
ence between the status of the individual worker in a modern giant fac- 
tory and the status of an independent artisan in the eighteenth century 
is indicated by his approving citation (p. 261), as if it applied to the 
modern world, of Adam Smith’s dictum: “The real and effectual dis- 
cipline which is exercised over a workman is not that of his corporation, 
but that of his customers.” Trade-unions are referred to only inciden- 
tally, mainly as agencies operating to restrict competition. If an in- 
stance is found of their having fought for a defensible cause, it is 
explained that they did so for indefensible reasons (pp. 174 ff., 279-80). 
The possibility of benefit from state or trade-union interference with 
the wage-determination process is disposed of quite in the manner of a 
papal encyclical: “A frank admission of the futility of private or State 
wage-fixation as a remedial agency ought to be the starting-point of all 
social studies concerned with the problem of relative poverty” (p. 202). 

The author does concede the propriety of protecting the individual 
from the results of his own mistakes or ignorance, but not as protec- 
tion against exploitation, on the ground, apparently, that if the worker 
knew and hence insisted upon “those things that are really necessary 
for his well-being” he would be bound to get them (p. 275). Even 
where the worker was ignorant as to his true interests, the author 
would support state interference only reluctantly, if at all, since time 
usually remedies such ignorance and experience is therefore a better 
servant than restraint (pp. 278-79). The lessons of the history of 
social legislation can scarcely be so easy of unambiguous reading as 
this would imply. Even if it be granted that what is learned from expe- 
rience is always the truth and never error, is it admissible to assume, 
without argument, that the cost of restraint exceeds the gain from 
escaping the time lag inherent in “learning from experience’’? 

While the author strongly favors measures which would minimize 
unearned inequalities of wealth, he denies that the existence of such 
inequalities affords any justification for interference with competitive 
market processes on the ground that the allocation of productive re- 
sources according to the dictates of consumers’ demands will still be 
“just” or “defensible” or “advantageous,” presumably as compared 
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to any other conceivable allocation (p. 269). But all that his argument 
even begins to demonstrate is that, given inequality of wealth dis- 
tribution, allocation according to competitive prices is more desirable 
than would be random interference with such allocation. Reasoning 
by analogy from the admitted distortions of values from the optimum 
resulting from a protective tariff, he claims that, neverthless, given 
the tariff, “the competitive adjustment of internal prices within the 
sheltered market will be to the consumer’s benefit” (p. 269). As com- 
pared to what? Assuredly not, or not necessarily, as compared to the 
system of prices which would result from a pattern of interference 
designed to offset the distortions of values resulting from a tariff which 
was politically not directly touchable. Having asserted the impossi- 
bility of mitigating by state interference “distortions” in the price 
structure resulting from inequalities, the author easily reaches the con- 
clusion “that the problem of inequalities must be tackled separately”’ 
(p. 269). He then cites—presumably approvingly, and presumably to 
indicate that the problem of inequality is not so urgent or so pervasive 
as to render of doubtful expediency, while inequality persists, a plea 
for individual economic liberty, including the liberty to profit from 
existing inequalities—an unfortunate utterance by Marshall in de- 
fense of his abstraction from inequality in his discussion of the welfare 
significance of market prices: “On the whole . . . . it happens that the 
greater number of the events with which economics deals affect in 
about equal proportions all the different classes of society” (p. 26gn. in 
Hutt). Since, however, “events” are not of co-ordinate importance, the 
results of “counting” them are not of much significance. If the “‘ortho- 
dox”’ economic tradition is to be followed, the economist will lay special 
stress on those events which affect very differently the different social 
classes. 

The author presents as an additional consideration against the 
appeal to inequality as justification for interference with a competitive 
price structure the ingenious argument that since the poor and the 
moderately well-off have much greater aggregate demand than the 
rich, and since the demand of the poor is largely directed toward com- 
modities produced under conditions of decreasing cost (food?, shelter?, 
clothing?), the inequality of wealth tends to produce a price structure 
favorable to the poor rather than otherwise (p. 287). It seems to me 
that if the poor were to have half of their income transferred to the 
rich, the buying power per dollar of the remainder of their dollars 
would be more likely to rise than to fall, even if all the products con- 
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sumed by the poor were subject to technological economies of large- 
scale production. The evil of poverty to the poor is, of course, a matter 
much more of the smallness in number of their dollars than of what 
their dollars can buy per dollar relative to the buying power of the 
dollars of the rich. But even if it be granted that the relative purchas- 
ing powers of the poor man’s and the rich man’s dollars are important, 
and if it also be granted that inequality of itself tends to raise the rela- 
tive purchasing power of the poor man’s dollar, this still leaves it an 
open question whether or not it is desirable by deliberate interference 
with the price structure still further to raise the relative purchasing 
power of the poor man’s dollar. 

That “consumer’s sovereignty”’ would be an imperfect regulator of 
an economy heavily infested with monopoly, the author fully recognizes, 
and the solution of this difficulty which he proposes is antimonopoly 
legislation of the American type (plus, I take it, anticollective-bargain- 
ing legislation in the labor field), with compensation for injured 
vested interests on expediency grounds to weaken their opposition and 
to create a more favorable atmosphere for effective enforcement. 

The author makes it fairly clear that it is consumer’s sovereignty 
per se that is the major object of his affection and that he is not en- 
amored of some of the economic or other products of its exercise. He 
appears, for instance, to hold pecuniary emulation in low esteem, al- 
though in terms of his own analysis it can be shown to constitute in a 
competitive economy an essential aspect of efficient dedication to the 
task of responding to the dictates of the consumer. It is apparently 
unqualifiedly good for the consumer to have the power to give orders, 
but not at all good that the producer should fully respond to them, 
given the nature of the orders which consumers actually give. There 
is probably no inconsistency here, except in appearance, since an 
apostle of individual freedom might well desire a world in which the 
consumer’s power to give orders is qualified by the power of producers 
to disobey them subject to paying a known penalty. It does suggest, 
however, that the author’s major thesis would have gained in apparent 
consistency and in persuasiveness if it had been couched throughout in 
the familiar terms of “individual” sovereignty instead of in terms of 
“‘consumer’s’”’ sovereignty. 

While the author is unqualifiedly opposed to any direct interference 
by the state (or by trade-unions or monopolistic associations) with the 
price structure, it would be a gratuitous departure from traditional 
usage to label this book as a plea for laissez faire. Prices are sacrosanct, 
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but the state is asked to plan and to maintain a framework within 
which individual preferences are to regulate prices, which is substan- 
tially different from that which now prevails anywhere. I subscribe 
heartily to all the major items of his specific program, but I fear that 
his manner of presenting it will afford the enemies of “consumer’s 
sovereignty”’ more ammunition for attack than occasion for retreat. 
The most effective modern exponents of an authoritarian economy 
are careful to pay lip service to the virtues of economic individualism 
in a world without gross inequalities of wealth, without monopolies, 
and without the cost rigidities resulting from collective bargaining and 
other modern institutions. To their taunts to the effect that the ex- 
ponents of individualism fail to indicate by what practicable and po- 
litically conceivable procedures these obstacles to even the tolerable 
working of an unregulated market can be eliminated or even sub- 
stantially reduced in importance, this book contributes scarcely any 
materials for an effective rejoinder. 

A word, finally, on the considerable amount of material in the book 
purporting to contrast the views on competition of the early class- 
ical economists with those of the later English economists—from J. S. 
Mill on—to the disadvantage of the latter. The author explains that 
the book was written after some years of absence from the source 
material (see p. 162), and the result, as might have been expected, is 
largely conjectural history unfair to the early economists in the apolo- 
gies made for their supposed mistakes and unfair, I hope, to the later 
economists, and especially to J. S. Mill, in the explanation of their 
deviations from the author’s views as the result of political ambitions 


and the craving for popular approval. 
JacosB VINER 


University of Chicago 


Economic Planning in Australia, 1929-1936. By WILLIAM RUPERT 
Macravrin. London: P. S. King & Son., Ltd., 1937. Pp. xv+ 304. 
15S. 

The title of Mr. Maclaurin’s book is perhaps a little misleading in 
view of the connotation which the word “planning” has recently come 
to have in economic discussion. He deals, in fact, with the very in- 
teresting period of Australian economic history during which the im- 
pact of severe depression was countered by a series of measures which 
may loosely be said to constitute a plan but are far removed in spirit 
and method from what one understands by a “planned economy.” 
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Mr. Maclaurin’s study is industrious and painstaking. He covers 
most of the problems of economic reorganization which arose in Aus- 
tralia in this period, and his volume is in fact a comprehensive, but 
somewhat external, economic history of one Australian cycle. No 
doubt Australian economists will investigate closely his statistical ma- 
terial; but it is more pertinent in a brief review to point to the abund- 
ance of such materia], drawn largely from unimpeachable official 
sources, than to comb it carefully in a search for small slips. The most 
interesting thing to record about this book is that its author is on the 
whole tied rather closely to his documentary sources. What he writes is 
usually just, but it is very cautious and his analysis does not go very 
deep. 

Australia’s experience in the depression and her subsequent recovery 
bristle with problems of very great general interest. How far was her 
experience sui generis? To what extent can the success or failure of the 
recovery measures be regarded as applicable to other communities? 
What general theoretical or practical lessons can be drawn from them? 
What part was played by the professional economists in devising re- 
covery plans or explaining them to the public? Were the deflationary 
steps such as wage reductions the effective, operative factors of re- 
covery or the inflationary steps such as the expansion of treasury bills? 
or was the combination necessary? Does the effect of currency depre- 
ciation warrant a belief in flexible exchange rates as a means of adjust- 
ing a national economy to international fluctuations? All these and 
many other general questions may well be illuminated by Australian 
experience in this period. To some of these questions Mr. Maclaurin 
returns tentative answers, but in general his book is descriptive rather 
than analytical. 

The reader who wishes to have a calm, impersonal review of an 
interesting period in Australian development will find this book useful, 
but the real probing analysis has yet to come. Contributions to it have 
come from Australian economists who participated actively in the con- 
troversies of the period; but there are other contributions still to be 
made. The final analysis is not likely to be the work of a visitor, but 
must probably await an Australian economist, who is personally de- 
tached, but to whom the background is familiar, personalities are 
vivid, and the psychological imponderables real and active factors to 
be considered. Such a study, if made by one who has himself taken 
part in shaping the controversies, calls for a degree of objective detach- 
ment that is rather rare. Mr. Maclaurin, who came from the United 
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States to study for a year or more in Australia, had the detachment, 
but could hardly gain full insight into the issues. He has been very wise 
to confine himself to objective description and very cautious generaliza- 
tions on limited points. Within these self-imposed limits his work is 


serious and effective. 
J. B. ConDLIFFE 


London School of Economics and Political Science 


British Experiments in Public Ownership and Control. By TERENCE H. 
O’Brien. New York: W. W. Norton & Co., Inc., 1938. Pp. 304. 
$3.00. 

This is a study, immediately, of the formation, structure, and per- 
formance of three British institutions established to own and control 
essential public services—the Central Electricity Board, the British 
Broadcasting Corporation, and the London Passenger Transport 
Board. More basically, Mr. O’Brien is studying the possibilities of 
“resolving the conflict, inherent in a democratic system of society 
under existing conditions, between ‘democracy’ and ‘efficiency.’ ” 
The British semi-independent public corporation is 
an experiment in the reconciliation of conditions under which the production 
and distribution of wealth require ever larger units of organization, an in- 
creasing degree of individual administrative ability and creative skill for 
the direction of vast and complex operations, and a growing measure of par- 
ticipation or co-operation in some form by the State, with the democratic 
belief in accordance with which the plain citizen . . . . enjoys both the right 
and the opportunity to inform himself about and pass judgment upon the 
major public activities and issues of the society of which he forms a fraction. 


The three boards, though dissimilar in their purposes and functions, 
are possessed of significant common characteristics. Their central po- 
litical feature lies “in the fact that they constitute public ownership 
and control of important national services divorced from what has 
hitherto been regarded as the normal or orthodox manner of conducting 
State business.” The orthodox “Minister responsible to Parliament 
for the execution under his direction by a Department staffed with 
permanent Civil Servants of policy laid down by the Cabinet” is here 
supplanted by a “Board of specially selected and responsible persons 
endowed with a large degree of initiative and independence as regards 
both policy and execution.” The public accountability and executive 
efficiency characteristic of the older method are, in some measure, sur- 
rendered to the claims of “business management” and “enterprise.” 
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Following a brief Introduction, each of the three boards is discussed 
in turn under the section headings: “Origins,’”’ “Functions,” “Eco- 
nomic and Financial Status,” “The Board,” “Operation,” “The Re- 
sponsible Minister,” “Parliament,” “The Board and the Manage- 
ment,” “Staff,” “Area,” “Advisory Bodies,” and “Public Relations.” 
Ten pages of conclusions bring the book to a close. Space will not per- 
mit discussion of Mr. O’Brien’s findings on the individual boards. He 
offers a few suggestions—on staff policies, improvement of board- 
Parliament relations, etc.—but in the main he finds the boards good 
and foresees a happy and successful future. Parliament, generally, has 
behaved itself during the formative years and the individual boards 
have given first rate substantive performances; with slight shifts in 
relationships and emphases the years ahead seem bright. The author, 
properly, makes much of the points that the services produced by the 
boards are widely accepted and popular (there has been no obstacle of 
this character) and that each board grew (and is continuing to grow) 
out of a practical situation confronting Parliament rather than as an 
expression of an abstract principle. 

This is a careful and competent study. Occasionally the framework 
of the analysis is inclined to creak and to show too plainly through the 
covering, and the reader needs frequently to remind himself that he is 
attending an account of stirring, living events as well as inspecting a 
model of modern governmental-economic architecture. But the work- 
manship of the book as well as its subject will commend itself to 
American readers conscious of the long road ahead if effective public 
control still consistent with the democratic process is to be achieved in 
this country. At the moment the public corporation seems easily to be 
the most promising device available in the cause of efficient democratic 
control, and careful analysis of actual experience which points the 
way to gadgets and policies designed to perfect the mechanism is 
extremely valuable. But one cannot read Mr. O’Brien’s book and fail 
to be impressed with the overwhelming importance of personnel in 
the key-posts—in the legislature, the executive, and the board and 
management of the corporation itself. Practice, not structure, is de- 
terminative. Organization is important—it facilitates achievement 
and sets limits—but there is no mechanism that can produce results 
which those in key positions cannot visualize or which they are unable 


or unwilling to give. 
BEN W. Lewis 


Oberlin College 
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The World Crisis. By the PROFESSORS OF THE GRADUATE INSTITUTE 
oF INTERNATIONAL StupriES. New York: Longmans, Green & Co., 
1938. Pp. xii+385. $4.00. 

This volume celebrates the tenth anniversary of the Graduate 
Institute for International Studies in Geneva. The thirteen articles by 
the professors of the Institute are arranged in three groups dealing 
respectively with political and historical problems, legal problems, and 
economic problems arising from the world crisis. As is to be expected 
in a symposium, the volume does not present a logical and comprehen- 
sive analysis of the present world situation. It is, however, more than 
a collection of disconnected papers. The Preface notes that “the only 
link between the papers, for which in each case the author naturally 
accepts sole and full responsibility, is the Institute itself.” This link, 
however, is not without significance. 

The Institute is supported by the Rockefeller Foundation and the 
Canton of Geneva and, according to its announcement, is designed to 
maintain at the seat of the League of Nations a center for the study of 
contemporary international questions. While “not animated by any 
preconceived doctrine,” or “undertaking any propaganda,” the Insti- 
tute “aspires to contribute to the progress of international solidarity 
solely by encouraging impartial observation and respect for facts and 
ideas.”” Whether or not the preference here confessed for “international 
solidarity,” for “impartial observation,” and for ‘‘respect for facts and 
ideas” accords with the Institute’s renunciation of “preconceived doc- 
trines,” these preferences are manifested in the discourses of the Insti- 
tute’s faculty here represented. 

All the articles, though concerned with various subjects and pro- 
ceeding from various academic disciplines, presuppose the values of 
humanism and liberalism and pursue the methods of accurate factual 
statement and cautious generalization. The book has a unity in point 
of view and method which would doubtless distinguish it sharply from 
appraisals of the contemporary world situation which might be ex- 
pected in a symposium by convinced Nazis, Fascists, or Communists. 
As the reviewer shares these prejudices, which have to an increasing 
extent been the assumptions of civilized men for the last few centuries, 
he liked the book. Although there is nothing novel in these underlying 
assumptions, none of the articles is trite. The writers have been 
stimulated by the recent growth of new assumptions in certain quar- 
ters to a re-examination of these accepted postulates of civilization. 
The volume begins with articles by the two directors of the Insti- 
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tute, Paul Mantoux and William E. Rappard. Mantoux, who was the 
first director of the political section of the League of Nations, throws 
new light on the League’s handling of the Vilna controversy and de- 
plores the lack of courage in applying the Covenant in the early stages 
of this episode, thus setting an unfortunate precedent. Rappard pre- 
sents a novel definition of the League of Nations in terms of the new 
institutions, new habits, and new principles it has developed. Maurice 
Bourquin emphasizes the need of self-control and intelligence in de- 
mocracy if it is to survive, a conclusion similar to that which Guglielmo 
Ferrero applies not only to democracy but to civilization as a whole. 

Ferrero makes an interesting distinction between “retrospectively 
justified wars” and wars utilized as means to concrete political ends. 
The first type, illustrated by the Napoleonic Wars and the World War, 
very early entailed such tremendous sacrifices that larger and larger 
political objectives had to be invented to justify these sacrifices to the 
populations. Ferrero attributes such wars which can end only in gen- 
eral exhaustion to the ambitions of rulers and peoples and the develop- 
ment of exceptionally destructive war techniques. The cure is modera- 
tion in sentiment and in military activity. Perhaps Ferrero somewhat 
underestimates the frequency of wars of this type prior to the nine- 
teenth century. But many would agree with his conclusion that such 
wars have been becoming more frequent, and another might end 
Western civilization. Ferrero believes that this disaster can be avoided 
only if “by an effort at self-control, we can return to a saner and more 
humane outlook on life” (p. 97). 

The political and historical section is concluded by Pitman B. 
Potter’s analysis of the present crisis in international organization. He 
reaches the consoling conclusion that the 
pressure of facts may be expected to turn the people of the dissident nations 
back to this path [of international exchange, regulated by international law 
and supervised by international administration] sooner or later, in spite of 
their fine professions of today [p. 128]. 


In opening the section on legal problems, Hans Kelsen elucidates 
the technique for separating the League of Nations Covenant from the 
peace treaties, indicating that the matter is one of psychological rather 
than of legal importance. Hans Wehberg makes a timely analysis of 
the position of civil war in international law. Paul Guggenheim points 
out, in treating the reform of the League of Nations Covenant, that 
the overemphasis upon preservation of the status quo which, it is now 
commonly admitted, characterized the first fifteen years of the League 
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did not arise from the association of the League with the peace treaties 
or from the sanctions provided in Articles 10 and 16, but from the 
severe qualifications upon the powers of the Council and Assembly to 
recommend political adjustments under Article 15 of the Covenant. 
These qualifications, principally the priority given to arbitral or judi- 
cial settlements over political settlements and the exclusion of ““domes- 
tic questions” from the League’s competence, makes it difficult for the 
League to deal appropriately with claims for a change of rights or of 
law. It is worth recalling that the United States Senate had a con- 
siderable responsibility for getting these qualifications inserted in Ar- 
ticle 15 of the Covenant. The difficulty of the problem of eliminating 
them, however, is indicated in Georges Kaeckenbeeck’s article, which 
emphasizes the practical danger of ignoring the distinction between 
internal and external affairs of states. Kaeckenbeeck confesses that at 
one time he looked upon the notion of sovereignty as antagonistic to 
international law, but he has since “come to realize that the idea of 
sovereignty properly understood is as fundamental for international 
law as the idea of liberty for moral philosophy” (p. 235). Analyzing 
the work of the Upper Silesian arbitral tribunal of which he was 
president for fifteen years, Kaeckenbeeck insists that there is greater 
need for a spirit of conciliation in administering international law than 
in administering municipal law. States are not psychologically the 
same as individuals, and the dissatisfied state can endanger peace 
more than can the dissatisfied individual. Thus he very cautiously 
suggests that abstract justice may occasionally have to be sacrificed in 
some degree. 

Faced with a dilemma, which happily is not too frequent, an international 
judge has really only one way of avoiding both the condemnation of his own 
conscience as a judge and the heavy responsibility of spreading discord— 
and this is conciliation [p. 233]. 


The articles on economic problems display a general favorableness 
to freer trade. Ludwig Von Mises, discussing the disintegration of the 
international division of labor, refutes the various arguments for pro- 
tection, particularly the war argument, but suggests that irom the 
standpoint of peace greater freedom of migration is even more important 
than greater freedom of trade. The secondary role of economic con- 
siderations in world-politics is suggested by the following statement: 

The liberal economist deduces from this fact [the present international 
division of labor] the necessity of international peace. . . . . But the militarist 
who considers war-making as the highest and noblest activity of a nation, 
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believes that this international division of labor imposes slavery on his na- 
tion by preventing it from making war Germany and Italy consider a 
state of things in which they are unable to have recourse to war as ultimo 
ratio as an unbearable handicap [pp. 254-55]. 


Wilhelm Répke points out that the reasons for demanding com- 
plete control of the economic process are not only military but in part 
to prevent periodic unemployment. All the more does it behoove the 
economist to point the obstacles which uneconomic policies present 
from the point of view both of military efficiency and of peacetime 
prosperity. Such elucidation, however, is unlikely to alter the objec- 
tives of modern mass civilization; thus the dilemma remains. “The 
modern mass civilization has, as one of its conditions, an economic 
system whose principles do not well correspond in spirit to that very 
mass civilization” (p. 291). While less precise than the studies by Von 
Mises and Heilperin, Répke’s article is based upon broader historical 
and psychological premises. Just returning from the Orient, he was 
impressed by the 
predominance in history of periods of conquest, domination, exploitation, 
moral anarchy and general fear and, on the other hand, the relative rarity 
and shortness of those periods when men were able to show what could be 
achieved once they throw off suppression, fear and imposed authority, in 
order to build up a well-ordered society of free and upright men, held to- 
gether by spontaneous coordination, justice and common ideals [p. 276]. 


His analysis relates the economic ills of the world to changes in mass 
psychology which have arisen from the “social lumpiness”’ inherent in 
the “catastrophic” increases of population in the nineteenth century 
(p. 291). This article is the only one which touches in any degree on the 
psychological aspect of international relations, an approach which the 
Institute seems to have somewhat neglected. 

John D. Whitton discusses the League’s efforts at peaceful change 
in the matter of raw materials, and Michael A. Heilperin presents a 
careful analysis of monetary internationalism and its crisis. Monetary 
nationalism and inadequate knowledge of principles of monetary man- 
agement essential to harmonize national monetary policies are, he 
thinks, the causes of this crisis. “The revival of monetary internation- 
alism therefore depends on the progress in international consciousness 
accompanied by a further development of economic knowledge”’ (p. 
353): 

Perhaps enough has been said to indicate that these articles con- 
stitute a careful stock-taking of the ideas and methods of nineteenth- 
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century liberalism in their application to the contemporary world. 
The writers evidently do not think these ideas or methods are bank- 
rupt, although they recognize the difficulty of again bringing them 
into operation. Perhaps in the long run penetrating expositions of the 
inconsistencies of the present world such as are here presented—incon- 
sistencies of aspirations with accomplishments and of conditions with 
ideologies—will contribute more to the improvement of that world 
than some of the more spectacular activities of states, provided 
volumes such as this receive the wide audience they deserve. 

In addition to the thirteen articles the volume includes a list of the 
scientific publications of the professors of the Institute since its estab- 
lishment, a list of studies prepared by students, and a list of publica- 


tions under the auspices of the Institute. 
QuINCY WRIGHT 
University of Chicago 


The Science of Social Adjustment. By Sir Jostan Stamp. London: 

Macmillan & Co., Ltd. Pp. viit+-174. $2.25. 

Sir Josiah Stamp’s small volume contains re-written and expanded 
versions of three recent addresses. The first, “The Impact of Science 
upon Society” fills nearly half the volume as published. The other 
two are “Eugenic Influences in Economics” and “The Calculus of 
Plenty.”’ To these he has added as a fourth “chapter” some notes on 
projects of research, to the extent of twenty-five pages. The first 
chapter is much the most important in scientific interest, and it is to 
it that the research projects chiefly relate. (Since the book was pub- 
lished, announcement has been made of the organization in Great 
Britain of a National Institute for Social and Economic Research, with 
Sir Josiah Stamp as president, and Professor N. F. Hall as full-time 
director.) The general characteristics of this book are those of Sir 
Josiah’s writing in general, amazing breadth of information, and versa- 
tility and suggestiveness of thought, with the charm of presentation 
which comes from intellectual enthusiasm, all combined with “sound”’ 
economic doctrine and business sense. In spots, to be sure, the eco- 
nomic doctrine would stand somewhat fuller working-out; for example, 
the author refers several times to the limitations on demand as a re- 
striction on the significance of improved productive efficiency, and 
even as a cause of unemployment (p. 112). In the reviewer’s opinion 
also, Sir Josiah’s enthusiasm tends to run into naiveté in some con- 
nections. It is a little difficult to understand his taking either the 
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eugenics movement or technocracy quite as seriously as he seems to 
do. (But the importance of the social consequences of changing birth- 
and death-rates and age distribution of population is hardly to be ex- 
aggerated.) And the book ends with apparently approving citations 
from an article by Sir Richard Gregory and from Professor Hogben’s 
Retreat from Reason, the one advocating more study of “social biology” 
and the other seriously proposing a “science of human nature.”” How 
much can be done by “scientific” procedure or research, in attacking 
the sort of problems with which this book deals, depends chiefly on 
how loosely one is disposed to take the terms “science” and “re- 
search.” If these are taken in anything closely approximating the 
meaning which they have in natural science, i.e., in the sense which the 
natural scientists quoted undoubtedly intend, the opportunities are 
very limited and the activities to be expected largely pointless or 


nonsensical. 
FRANK H. KNIGHT 


University of Chicago 


The Lasting Elements of Individualism. By W1LL1AM ERNEst Hockinc. 
New Haven: Yale University Press, 1937. Pp. xiv+187. $2.00. 
Professor Hocking presents a brief but instructive diagnosis of cur- 

rent problems arising from recent beliefs and practices in regard to the 


relations of individuals to the state. The liberalism of recent centuries 
brought about an important improvement in social and political or- 
ganization. By freeing the individual from identification with one 
group and consequent submergence in group life, the liberal movement 
stimulated the development of individual energies and abilities. De- 
fects of liberalism, which were unimportant during the period of active 
progress, now threaten the political structure and the individual devel- 
opment resulting from liberalism. Liberalism has not provided suf- 
ficient basis for social or national unity and has not given attention to 
the problem of securing and maintaining agreement as to what is to be 
done. So long as social unity was provided by sentiments and habits of 
thought carried over from a preliberal period, no problem arose; but 
more recently “the ultimate pulverization of society,” implied by 
liberalism, has become so threatening that desperate reactions against 
liberalism have been produced. A second defect of liberalism, the in- 
sistence on rights in separation from the duties which should be cor- 
relative with them, has tended to weaken individual character, to rob 
the life of the individual of its meaning, and to increase the pulveriza- 
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tion of society. Finally, “liberalism’s emotional appeal, tremendous in 
its fighting days, has slowly oozed away.” Insisting that the gains of 
liberalism must not be sacrified, Professor Hocking attempts to indi- 
cate how the defects might be removed. 

While Professor Hocking’s diagnosis calls attention to points badly 
in need of attention, analysis of our present problems must be pushed 
a good bit farther before remedies can be seen with any clarity or 


judged with any accuracy. 
CHARNER PERRY 


University of Chicago 


Kapitalbildung. By J. MARscHAK and W. LEDERER. London: William 

Hodge & Co., Ltd., 1936. Pp. ix+315. 10s. 6d. 

This interesting book, begun half-a-dozen years ago at Heidelberg, 
completed at Oxford and New York, and published with the help of 
the Rockefeller Foundation in 1936, consists of two parts, independent 
from each other to most intents and purposes. The first, covering 
about sixty pages, presents a brief theoretical analysis by Dr. Mar- 
schak of saving and investment and the problem of their measurement. 
The secoud consists of statistical studies covering the United States, 
Great Britain, France, Germany, the Netherlands, and Switzerland 
for the period of 1925-30, preceded by a general discussion of methods 
and a comparative analysis for these six countries; it is the work of 
Dr. Lederer with the exception of the section on Great Britain and 
part of that on Germany which are contributed by Dr. Marschak. 

The theoretical part is a closely reasoned analysis, generally along 
the lines laid down by Professor Fisher and the Swedish economists, of 
the factors determining the volume of savings and investment and of 
the organization of the capital market. Discussion of the different 
types of relationship between the amount of savings and the rate of 
interest leads to the conclusion that the correlation is, on the whole, 
an only slightly positive one. Particular interest attaches to the 
analysis of the role of reference dates and valuation dates in the proper 
calculation of the amount of saving or investment. Distinguishing be- 
tween prospective (i.e., valued on the basis of the situation at the be- 
ginning of the period) and retrospective (valued at the end of the 
period) income and investment, Marschak introduces the concept of 
“dynamic profits,” which form part of retrospective but not of prospec- 
tive income and investment; resembling monopoly profits, they accrue 
to persons with high forecasting ability. It is the retrospective figures 
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which we use in any statistical measurement. This method of ap- 
proach, first employed by Myrdal, seems to hold considerable promise. 

In estimating the volume of investment Lederer adopts the usual 
method of calculating the retail value of the production of certain in- 
dustries manufacturing durable preducers’ goods. Durable consumers’ 
goods are excluded with the exception of homes. Business inventories 
are included, but without adjustment for such changes in their value 
as only reflect a rise or fall in commodity prices. Finally, deduction is 
made for roughly estimated depreciation charges. 

In his calculation of savings Lederer takes an approach which has 
often been condemned but appears to have a future if properly 
handled, viz., the aggregation of the various forms in which new sav- 
ings appear. He defines the total of savings to consist of “‘all sums of 
money, after elimination of duplications, which recipients of income 
have given ....as new loans” (Lederer treats acquisition of equity 
securities as equivalent to loans) ‘‘or which they have invested in their 
own business” plus “tax receipts used by public bodies for new invest- 
ment.” The drawbacks of this definition, which become fully apparent 
only in its practical application, are lack of rigor and, particularly, the 
fact that it is not expressed throughout in the exact language of ac- 
counting. These defects, plus a tendency to introduce criteria from the 
investment side, which are not relevant or appropriate to the measure- 
ment of savings, prevent Lederer from getting as far-with this method, 
both in theory and in practice, as is possible. The difficulties are evi- 
dent, to take only one example, in the subdivision of total savings into 
long-term savings, short-term savings, and transactions on interna- 
tional capital account, the criterion of differentiation between the first 
two items being whether a certain form of savings leads to an increase 
in inventories or in plant. This not only poses a statistical problem al- 
most beyond solution but introduces considerations which, even if ap- 
propriate in an analysis of investment, should have no place in the de- 
termination of savings. 

Of the statistical studies devoted to the measurement of savings 
and investment in individual countries I shall review only that dealing 
with the United States. For the period 1925-29 Dr. Lederer arrives at 
a yearly average of approximately $13,000,000,000 for savings and of 
about $11,800,000,000 for investment, with the latter estimate some- 
what over $2,000,000,000 in excess of the final figures developed by Kuz- 
nets. It appears, on the basis of preliminary investigations, that Led- 
erer’s estimates for savings are also about 20 per cent higher than the 


* National Income and Capital Formation, 1919-1935. 
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most probable figures for that item. No importance should, of course, 
be attached to the indicated excess of slightly over $1,000,000,000 
of savings over investment—and not much is by Lederer—since the 
margin of error in beth components is probably larger than the whole 
difference. Among individual years Lederer appears to be farthest off 
the mark in 1926. 

Lederer’s estimate for total savings in the United States is built up 
from the following major series: changes in bank deposits (without any 
adjustment for changes in the deposits of corporations and publicbodies, 
which changes should be eliminated) and in the assets of insurance com- 
panies (without adjustment for policy loans); net new issues of domes- 
tic securities after deduction of securities retired and adjustment for 
changes in the holdings of corporations and in brokers’ borrowings 
(rather than, more correctly, in individuals’ borrowings on securities 
both from banks and from brokers); net changes in mortgages on resi- 
dential buildings and farms (adjusted for changes in the holdings by 
banks and insurance companies) ; undistributed profits of corporations 
and unincorporated businesses (including capital gains or inventory 
profits) ; investments made by public bodies out of tax receipts; owners’ 
contribution to the cost of construction of residential buildings (esti- 
mated at 60 per cent of the value of new buildings minus depreciation, 
without specific adjustment for changes in mortgage indebtedness 
outstanding). 

There appear to be considerable objections, either from the point 
of view of statistical logic or from that of utilization of the material, 
against almost every one of the series in the form used by Lederer— 
objections, however, which would require for full discussion an essay 
about as long as the original. In the final result many of the errors 
and omissions appear to cancel out, but that is but scant consolation 
for the student who would make use of subtotals for comparative pur- 
poses or further analysis. Lederer’s attempt, however, is the least 
unsatisfactory of its kind yet published in the United States. 

This book is, necessarily, more of a promise than an achievement, 
as the authors well recognize. The statistical part in particular is set 
up on a scale with which no student can reasonably expect to cope 
single-handed in a satisfactory way. However, even if most of the 
statistical findings stand in much need of revision, we have to acknowl- 
edge Dr. Lederer’s industry and courage, and are obligated to both 
authors for a stimulating work in an unduly neglected field. 

R. W. GoLpscHMIDT 
Washington D.C. 
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The Structure of Social Action. By Tatcott Parsons. New York: 

McGraw-Hill Book Co., Inc., 1937. Pp. xii+817. $6.00. 

This is a bulky volume written by a Harvard sociologist in the best 
German tradition, beginning with philosophical foundations and con- 
cluding with epistomological implications. .It is obviously impossible to 
describe adequately within the limits of a brief review these hundreds 
of pages of precise, sustained, and almost defiantly abstract thinking. 

The study is unusual in its conception. It is not a history of social 
theory. It is not even a systematic presentation of the thought of the 
four writers selected for analysis, although the author gives freely from 
a thorough knowledge of original sources. The purpose is rather to 
reveal a convergence of the thought of Marshall, Pareto, Durkheim, 
and Weber upon a particular systematic theory of social action. The 
contention of the book is that the convergence in the thought of these 
eminent social scientists is not to be fully explained by resemblance of 
personality, by similarity of intellectual heritage, or by borrowing. The 
basic hypothesis is that the development of scientific theory may be 
shaped by progressive adjustment to empirical fact. It is contended 
that in respect to the theory of social action this hypothesis is sustained 
by empirical evidence assembled by the author. The significant con- 
clusion is drawn that a sound conceptual foundation has been shaped 
for sociology that may give it a more respectable position in the intel- 
lectual world. 

To render a criticism worthy of such a carefully reasoned book it 
world be necessary likewise to define and retranslate terms, as does the 
author for many pages, and to outline the conceptual framework on 
which criticism is based. The author regards his work as scientific 
rather than philosophical and contends that his method is empirical, 
involving as it does observation of printed pages of original sources. 
One can at least suggest that the study would have been more “em- 
pirical” if some new “receptor experiences” of human behavior rather 
than of printed symbols had been worked into the theoretical structure. 
Another equally competent scholar, if such could be found, might not 
find exactly the same common conceptual system in the theories of the 
four writers analyzed. It is likewise conceivable that four other 
eminent writers might have converged upon a different theory of the 
relation of means to ends. One is not quite convinced that the theory of 
social action so enriched by the author’s own thought will meet the 
pragmatic test. Will the common conceptual equipment of sociologists 
be extended in such a way that new sense impressions enlarge the areas 
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of agreement and provide the raw material for a public conceptual 
system which is more consistently integrated? One can but wait and 
see what the book does to the thinking of sociologists. 

The work has many virtues. The most significant thought of four 
great social scientists is concisely presented. The reader is led with a 
sure hand among the ideas distilled by other great minds. There is 
solid, original thought in abundance. For the naive philosophers who, 
unaware of their own assumptions, denounce philosophy in the name of 
science the book should be required reading. Professor Parsons has 
rendered an especially notable service in refuting the common con- 
ception that facts are picked up like marbles rather than defined by a 


conceptual framework. 
CLIFFORD KIRKPATRICK 
University of Minnesota 


Einfiihrung in die Grundlagen der Nationalékonomie. By RicHARD 
von StTrRIGL. Vienna: Julius Springer, 1937. Pp. viiit+223. Rm. 
5.40. 


This short “introduction into the fundaments of social economy” is 
written by one of the few members of the Austrian school left in 


Vienna. It is a remarkable little book and probably the most up-to- 
date introduction available in German. For the first time the theory 
of monopolistic competition is accessible to the German student, ex- 
plained in the same lucid manner which is a distinction of the whole 
book. But Professor Chamberlin and Mrs. Robinson should at least 
be named. 

For the American reader who does not have the time to study 
Professor von Strigl’s very able and interesting book Kapital und 
Produktion (Vienna, 1934) the extended chapter on “Capital as a 
Factor of Production” will be the most interesting one. Professor von 
Strigl’s sound and solid discussion of the problems of saving, invest- 
ment, etc., should be studied by those who wish to counterbalance 
certain anticlassicist writings which may mislead to some extent those 
who have not had the reliable training of which this book is such a 
pleasant document. 

For the sake of this advantage one is willing to forget that capital 
problems cover quite a disproportionate space at the expense of other 
important problems (wages, unionism, unemployment, socialism) 
which are treated very briefly. 
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The statements on economic policy are correct but are marked by 
such aloofness and coolness that they give one the wrong impression 
that the author had forgotten the urgent short-term problems of today. 


Grorc Hat 
Tufts College 


Studi sulla teoria dell’ equilibrio economico dinamico generale. By GruLio 
LA VoLPE. Naples: Casa Editrice Dott. Eugenio Jovene, 1936. Pp. 
122. 

In this study Professor Giulio la Volpe presents a stimulating and 
interesting discussion of dynamic economics primarily concerned with 
the theory of general equilibrium. His development of this theory has 
required a knowledge of theoretical economics, mathematics, «ad 
finance. The manner of presentation and methods of analysis may be 
described as similar to those often used in the writings of L. Amoroso, 
Griffith C. Evans, Charles Roos, and other recent works in the field of 
dynamic economics. 

This work is based on the theory of equilibrium of Walras and 
Pareto as extended by Amoroso and Pietri-Tonelli. In order to bring 
his system a step nearer reality, Giulio la Volpe adds to the forces 
operating at the time under consideration, what he calls forces of 
inertia and directing forces. The former represent the weight of the 
past and the latter the human capacity of individuals to anticipate 
future events and to shape their activities in the light of this anticipa- 
tion. 

Directing forces of a second type—political actions—have been 
mentioned, but they have been excluded from his system. This treat- 
ment has assumed the classical hypothesis of free competition in order 
to avoid the difficulties of the many forms of imperfect competition, of 
monopolies, and of the intervention of political organizations. The 
dynamic equilibrium in the case of imperfect competition and of 
monopoly is discussed briefly in a single section. His theory is a closed 
system characterized by simplified postulates, but includes the evalua- 
tion of future plans by both consumers and producers, based, of course, 
on the concepts of marginal utility and marginal productivity. 

In the first chapter the dynamic equilibrium of a single enterprise 
and the dynamic equilibrium of a group of enterprises and consumers 
receive simplified formulations. The second chapter is made up of a 
collection of different extensions of this theory, and each one of these 
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extensions may be considered separately from the others. This treat- 
ment is not exhaustive but briefly discusses salient points. The third 
and final chapter is devoted exclusively to an interpretation and exposi- 
tion in ordinary language of the theory. The mathematical demonstra- 
tions are relegated to the Appendix, but throughout the body of the 
first two chapters the author clearly states many hypotheses and 
theorems with the aid of symbols. 

The proofs of La Volpe’s theorems in the Appendix require the use 
of the calculus of variations; but a reader can follow the entire text if 
he has an understanding of only the fundamental concepts of differen- 
tial and integral calculus. 

This book has carried out the thought expressed in the Preface by 
Lello Gangemi, that the theory of economic equilibrium represents 
nothing more or less than a method of representing the mutual de- 
pendence of elements of the economic world. Mr. Gangemi includes 
political actions among the important directing economic forces; but 
he points out that ethics, although entering into politics, does not enter 


into economic theory. 
J. Murray THOMPSON 
Agricultural Adjustment Administration 


Washington, D.C. 


Cooperative Enterprise. By JAacoB BAKER. New York: Vanguard Press, 
1937. Pp. xv+266. $2.00. 


The average person thinks of a co-operative as a money-saving de- 
vice. If he is a solid citizen of the middle class, he finds the savings so 
small as to have a negligible relation to his budget. He buys from chain 
stores, where he pays what he thinks are bedrock prices; and he usually 
sees no reason for changing over to something run precariously by a 
lot of people who know little about business. Besides, being in business 
himself, he prefers to support private enterprise. Heaven knows what 
would happen to him if co-operatives became the fashion! 

It is unfortunate that the co-operative movement is thought of 
almost solely as an economic device. Even adult educators seem not to 
think otherwise. I find them going hither and yon over the land, 
preaching the need for mature enlightenment—urging forums for dis- 
cussion groups, lectures, and radio talks—and missing the fact that 
the almost perfect medium for adult education exists in the little co- 
operatives scattered throughout the world. 
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One of the chief values of Mr. Baker’s book is that it stresses this 
point. These co-operative groups which he describes not only pay divi- 
dends to their members; they educate them. They make them come 
alive to the curious intricacies, fallacies, and possibilities of business; 
they arouse them to various needs of their community; they give them 
a chance to talk things over—simple things, like diet, care of children, 
sanitation, health, recreation—and to do simple things for themselves; 
they weld them into unity of purpose and activity. 

The trouble with most education—adult included—is that it pro- 
ceeds in an atmosphere of abstractions. Students read from textbooks; 
citizens listen to lectures. Education in the co-operatives is education 
in a laboratory. The group are trying to make something work. They 
have concrete things to handle, specific things to think about. Again, 
most education, as we know it, is for personal success. The co-opera- 
tives, on the other hand, are a training ground for teaching people how 
to achieve something that is good for everybody. 

I wish that all adult educators could read this book and consider 
what it would mean for the enlightenment of Americans to have a 
co-operative in every community. This would be better, even, than a 
chicken in every pot, for most chickens get into the pot without the 
chicken-eater knowing how they got there or why there should not be 
two for every pot. In a world changing rapidly from a simple economy 
to a highly complicated one, the co-operatives should be the most 
effective centers for bringing our minds up to date. Above all, they 
should enable us to overcome our prevalent feeling of futility—of being 
lost in the wilderness of a world we do not understand and are helpless 
to set in order. 

Mr. Baker’s book is a valuable survey of co-operative enterprise as 
it exists today and as it may exist more widely as we become aware of 
the methods and philosophies that have succeeded. 


H. A. OVERSTREET 
College of the City of New York 


Boisguilbert: Economist of the Reign of Louis XIV. By HazEt VAN 
Dyke RoBerts. New York: Columbia University Press, 1935. Pp. 
x+378. $3.50. 

There are three main divisions in this book: a life of Boisguilbert, 

a description of his writings, and an argument that his Dissertation 

sur la nature des richesses, de V argent et des tributs is the prototype of 
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Smith’s Wealth of Nations. A study of Boisguilbert in English is to be 
welcomed because he has been relatively neglected in spite of the 
attention paid to him in France. But Dr. Roberts has not done that 
difficult task of giving him his place in the development of economic 
thought by linking him with his predecessors and successors. Her 
enthusiasm for her hero is too great, as is indicated by her statement 
that “the economist who has not at least a bowing acquaintance with 
Boisguilbert lacks a knowledge of the richest single source of his own 
field of thought” (p. viii). A comparison with many writers would be 
necessary to substantiate this bold generalization, so manifold are the 
sources of economic thought. Dr. Roberts cites, as if it were evidence, 
the fact that Horn’s L’Economie politique avant les physiocrates is so 
largely devoted to Boisguilbert. It would be surprising if this were 
not so, considering that Horn’s book was crowned by the Académie 
in a competition for books on Boisguilbert—as Dr. Roberts herself 
states. Boisguilbert stands high in the opinion of Dubois, yet the !atter 
does not devote his book (Précis de l'histoire des doctrines écono», ues: 
Vépoque antérieure aux physiocrates) largely to him. 

The failure to rehabilitate Boisguilbert’s ideas in the proper his- 
torical perspective explains the most striking feature of this book— 
comparison with Smith. In fact Dr. Roberts writes a sort of detective 
story, the aim of which is to show that Smith plagiarized Boisguilbert. 
Suspicion is aroused by the similarity between the subject matter of 
the Dissertation and of the Wealth of Nations. The first part of the 
proof is circumstantial internal evidence—similarities in phrasing and 
in reasoning between the two books. Here the evidence is not con- 
vincing, and the conclusions drawn are not judicial. It is, for 
example, verging on the fantastic to say that “un excellent terrain et 
un climat heureux” indicates the “probable origin” of Smith’s phrase 
“the great fertility of the soil and the happiness of the climate” 
(p. 132 n.); and it is a travesty of the history of economic thought 
to say of Boisguilbert’s attack on the confusion between money and 
wealth: “His preaching fell upon deaf ears. His mantle descended up- 
on Adam Smith” (p. 294). The rest of the evidence is “external,” be- 
ginning with the clue that Smith translated from the French while at 
Balliol to improve his style. Dr. Roberts does not think that Smith 
was likely to have chosen Boisguilbert for this purpose, yet “he could 
have read no work that would have been more likely to develop an 
intense interest in the social sciences” (p. 322). The first complete 
edition of Boisguilbert’s works (1707) was anonymous, and this is in- 
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voked as a possible reason for Smith’s failure to give credit where it 
was due. The detective work is not extended to the contents of the 
Oxford libraries of that day. Instead the investigation is shifted to 
Smith’s concern that his manuscripts should be destroyed and to the 
charge that he himself was plagiarized by Adam Ferguson. Dr. 
Roberts surmises that Smith may have had a “manuscript translation 
from an unknown author ....among the papers which so greatly 
disturbed his peace of mind until they were destroyed” (p. 323). She 
relies on the statement of Alexander Carlyle, friend of Ferguson, that 
the latter replied to the charge of plagiarism by saying that “he had 
borrowed nothing from Smith, but much from some French source 
unnamed, where Smith had been before him.” Dr. Roberts takes this 
statement secondhand from Rae’s Life of Adam Smith; there is no 
reference to Carlyle’s Autobiography. Because of the similarity be- 
tween Ferguson’s History of Civil Society and Boisguilbert’s writings, 
she concludes that “the evidence is plain that Ferguson was laughing 
up his sleeve at Smith’s protestations of originality, but was gentleman 
enough to remain quiet for the benefit of his friend’s reputation until 
he himself was, presumably, accused of borrowing from the latter” 
(p. 328). Professor Scott has recently weighed the evidence and haz- 
arded the opinion that the French author intended was Montesquieu 
(Adam Smith as Student and Professor, p. 119). Has Dr. Roberts 
eliminated the possibility that some alternative to her guess is possible? 

Dr. Roberts’ conviction that Smith must have been indebted to 
Boisguilbert may be founded on her close study of the latter; but the 
evidence adduced by her does not justify the grave charge that she 
makes. It is not the job of the reviewer to put the matter to the test 
by reading the works of Boisguilbert. In fairness to the memory of 
Smith, every possible doubt should have been dispelled before the 
hypothesis of plagiarism was seriously suggested. That this amount 
of care has not been exercised is evident from the following facts. 
The original of Alexander Carlyle’s statement quoting Ferguson was 
not cited, although this was material evidence, nor was Carlyle ex- 
amined for bias. The first edition only of Dr. Bonar’s catalogue of 
Smith’s library was used (if we may judge by Dr. Roberts’ own Bibliog- 
raphy), whereas the second edition draws attention to a manuscript 
catalogue of Smith’s library in 1781 (wrongly given as 1761 in Bonar) 
to be found in the Japanese collection in Tokyo. This might have 
yielded evidence strengthening Dr. Roberts’ case, though in fact it is 
highly improbable that any books by Boisguilbert are among the few 
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added to Dr. Bonar’s list. And finally the question is not even raised 
whether the similarities with Boisguilbert could be explained in terms 
of the known sources of influence on Smith, either those cited by him 
or those painstakingly unearthed by Dr. Cannan. 


REDVERS OPIE 
Magdalen College, Oxford, England 


Viking Enterprise. By SVEN AXEL ANDERSON. New York: Columbia 

University Press, 1936. Pp. 164. $2.25. 

Viking enterprise was a strange and unpredictable quality. It sent 
traders to the Crimea, colonists to Greenland, pilgrims to Jerusalem, 
and marauders throughout Europe; it built St. Clement’s Danes in 
London and ravaged the Holy Isle of Lindisfarne; it set royal crowns 
on viking heads in England and Ireland and martyrs’ crowns on many 
a monkish tonsure; it destroyed states and contributed richly to the 
formation of new political institutions. Any attempt to “elucidate in 
a realistic way the viking traffic,” as is the author’s purpose in this 
book, is difficult. It calls not only for narration but for an answer to 
such problems as why the vikings left their homeland, why their raids 
were long successful, why the movement eventually ceased, and how 
these folk affected the invaded lands. It is the reviewer’s opinion that 
the present study, in spite of its merits and its possible utility as an 
introduction to the vast literature of the field, does not constitute 
what is called in academic circles a “contribution to scholarship”; 
indeed it would be more than difficult to treat adequately so large a 
subject in so brief a book. 

Dr. Anderson has first described the economic and social back- 
ground of Norse expansion. The primitive agricultural economy of 
Scandinavia, eked out by fishing and hunting, was insufficient to sup- 
port the teeming population, and about the beginning of the ninth 
century the curious combination of piracy and commerce, so character- 
istic of the Norse, almost perforce developed into the true viking ex- 
pedition (chap. ii). Certain social institutions (e.g., early primogeni- 
ture [p. 42] and blood feuds [p. 50]) fostered the expansion movement 
(chap. iii), but the author feels that the effect of political disturbance 
in the homeland may easily be overemphasized (p. 140). Estimates 
are made (chap. iv) as to the population of the Scandinavian lands, 
since the author thinks that a large population is partly explanatory 
of both the origins and the success of the expeditions. An interesting 
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treatment of shipbuilding and seamanship (chap. v) shows how the 
superior techniques of the Norse made them long invincible. For these 
chapters Dr. Anderson has read widely in the saga literature, so rich 
in details of an economic and social sort, and has drawn as well on 
legal, archeological, numismatic, and epigraphic (runic inscriptions) 
materials. 

Chapters vi-viii narrate the actual exploits of the vikings in three 
wide areas: in the Atlantic islands, along the Continental coast, and 
in Russia and the southeast. These chapters do not live up to the 
promise of the earlier part of the book. It is not only that the author 
here seems less familiar with the sources, relying entirely upon the 
annals to the exclusion of the valuable Carolingian capitularies and 
Anglo-Saxon dooms. The story of the invasions has been told often 
enough, and he is conversant enough with the works of Steenstrup, 
Vogel, Joranson, Bugge, ef al., to have been able to do these chapters 
without reference to the sources. The reviewer has found in these 
chapters too much attention to already established details, too little 
of interpretation, for his own taste. The conventional pattern of oc- 
casional foray, mass attack, and conquest and settlement can be 
traced, and the importance of internal dissension in the invaded states 
as a factor contributing to viking success is shown; but the reader may 
find too many mentions of raids on Dorstad for a book of this length. 

This fault may not be ascribed to the concluding summary (chap. 
ix), in which illuminating questions are raised and conclusions given. 
The contrast made between the viking movement and earlier Germanic 
Vilkerwanderungen (p. 142) or the suggested nexus between rugged 
individualism and the viking traffic (pp. 144-45) seem much more 
significant than an enumeration of the various payments of the Dane- 
geld, already available elsewhere. 

Some details have bothered the reviewer. St. Patrick and St. Co- 
lumban, who crossed to the Continent in merchant vessels, would be 
surprised to learn that “the first Irish trade with the outside world 
seems to have been begun by Norwegians and Danes residing in Ire- 
land” (p. 119). The explanation of the “surplus of population” in 
Scandinavia by reference to contemporary reports of Norse sensuality 
is a dubious one; on the basis of the monastic literature, as good a case 
can be made out for prevalent unchastity among the Christian victims 
of the vikings. Indeed, the “abundant supply of manpower” (p. 60) 
of the Norse is in itself no explanation of the ease of their conquests 
in the more populous Carolingian and Byzantine empires. If “in vik- 
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ing times England’s trade with other countries was carried on chiefly 
by foreigners” (p. 99), how is it possible that “during the viking period 
proper, the Frisians and the Anglo-Saxons were very active traders 
throughout northwestern Europe” (p. 145)? 

It may be picayunish to cavil over so mechanical a matter as the 
spelling of proper names. The gratuitous s’s in “Noirmoutiers” (p. 119) 
and in the river “Dordognes” (p. 125) are evidently slips in proof- 
reading, as is “Conde in Hennegan”’ (p. 133) for “Condé in Hennegau”’ 
(or better still, “in Hainault”), or “Du Canze” (p. 134, n. 47) for the 
learned lexicographer. A similar reason may be ascribed to the variant 
spellings of “Therounne” (p. 163) and “Therouanne” (p. 131) for 
“Thérouanne”; of “Andernack” (pp. 131, 159) and “Andernach” (p. 
133); of “Carleman” and “Carloman”’ (p. 133); of “Geronne” (p. 124) 
and “Garonne” (p. 125), and of others, though the number passes the 
ordinary limits of tolerance. But there is some doubt as to whether 
all readers will realize that the author is referring to the same town 
when he writes “Aix” and “Aachen” on successive lines (p. 132), or 
to the same river when he speaks of the “Maas” (p. 132) and “Meuse” 
(p. 133). There is no English precedent for calling the chronicler 
“Henric of Huntingdon” (p. 76, n. 41), and the form “Henry II” 
(p. 72) is preferable to, though not consistent with, the reference to his 
predecessor as “‘Henric I” (p. 114). French atlases contain no “De- 


partment of Nantes” (p. 124). 
James Lea CATE 
University of Chicago 


The Massachusetts First National Bank of Boston, 1784-1934. By 
N. S. B. Gras. (“Harvard Studies in Business History,” Vol. IV.) 
Cambridge: Harvard University Press, 1937. Pp. xxiv+768. $5.00. 


A few months ago Mr. B. A. Konkle presented us with a biography 
of Thomas Willing, who was so closely associated with the formative 
years of the Bank of North America; and now Dr. Gras, in the fourth 
volume of the “Harvard Studies in Business History,” offers an ad- 
mirable “biography” of the Massachusetts’ bank that was closely 
modeled along the lines of Willing’s suggestions. (If there be any who 
think “biography” too strong a word, there is Dr. Gras’s testimony to 
the contrary. “The Bank has been a real, a living creature. I have 
seen it conceived, born, lying on the sick bed, and resurrected to new 
life.’”) 
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Today the old Bank of North America is but a branch of the 
Pennsylvania Company, so that, despite the arguments as to which 
bank absorbed which in 1903, the Massachusetts First National of 
Boston can claim to be the oldest incorporated commercial bank in 
America. Even more significantly, it is one of the oldest incorporated 
banks in the world that is still in operation, since, when it was founded, 
in 1784, the Bank of England, the Bank of Sweden, and the Bank of 
North America were the only institutions in which it could find ex- 
amples to guide its pioneering steps. 

Under the strong and able guidance of William Phillips, aided in no 
small measure by the advice of Thomas Willing (whose fascinating 
letter of January 6, 1784, is reproduced in full), the bank grew rapidly 
to a position of primacy. By the end of the eighteenth century it was 
a tower of strength in the community, and its efflorescence continued 
into the early years of the nineteenth. It is indicative of its strength 
and also of the nature of its business that it refused to have any part in 
the Suffolk system of note redemption, insisting that it would itself 
present for redemption in specie all those notes that it accepted across 
its counters. 

But from that high point of vantage the Massachusetts’ bank de- 
clined steadily for three-quarters of a century. Its excessive conserv- 
atism, which was partly due to the official longevity of its directors 
and officers, prevented it from attaining a profitable participation in 
the manufacturing interests that were replacing the old trading ac- 
tivities on which its early growth had been founded. Other State Street 
banks rapidly outdistanced it in size and importance, and, although it 
acquired a national charter in 1865 when the tax on State-bank issues 
forced it to do so, the change did not infuse any new energy. For years 
its meager dividends were paid out of surplus, and in 1899 it was 
hovering on the brink of receivership. 

From that deathbed the bank was miraculously revived by the 
efforts of Hornblower and Weeks and the banking ability of Daniel 
Wing, who became its president. As soon as its internal strength had 
been restored by new talent, the controlling group, under the leader- 
ship of John W. Weeks, set out to expand its operations by a series of 
well-planned mergers, of which that with the First National in 1903 
was the beginning. (We can well regret, with Dr. Gras, that the west- 
ern experience of Wing led him to retain the title of “First National” 
instead of the unique “Massachusetts National.’’) So successful was 
the program that, by 1933, the capital of the bank represented 56 per 
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cent of the aggregate capital of all clearing-house banks in Boston, its 
branches were all over the city, and its financial interests encompassed 
all the United States as well as many other parts of the world. 

So bald a statement does less than justice to the two hundred pages 
of narrative which Dr. Gras modestly labels an “Introduction.” They 
are filled with fascinating points of detail and raise many interesting 
questions which still remain to be answered. The outstanding character- 
istic of this volume lies, however, in the fact that the author, in addi- 
tion to his own historical study, presents a mass of documentary and 
statistical information which, to most students, would not otherwise 
have been available. More than three hundred pages are filled with 
documents primarily derived from the Stockholders’ and Directors’ 
Minute Books from 1784 to 1865, and another two hundred pages are 
filled with invaluable statistical data covering the bank’s operations 
during the same period. 

Some time ago, while discussing a recent book on English banking 
history in these pages, this reviewer expressed the hope that we might 
have many historical studies of American banking institutions developed 
on as high a plane of scholarship. Dr. Gras has contributed admirably 
to the fulfilment of that hope, and all students of finance and history 
will be grateful to him. But in that gratitude the First National Bank 
of Boston should also share for its far-sighted wisdom in financing the 


publication of the study. May there be many banks and scholars to 
emulate this achievement. 


F. Cyrit JAMES 
First National Bank of Chicago 


International Trade. By Hucu B. Kittoucn. New York: McGraw- 
Hill Book Co., Inc., 1938. Pp. xiv+622. $4.00. 


Professor Killough has placed his “emphasis upon national com- 
mercial policies in international relations . . . . the industrial founda- 
tions upon which international commercial policies rest, and the eco- 
nomic principles involved in their .... operation.” The description 
and statistics and the few chapters on foreign trade practice are simply 
aids to analysis. The book consequently escapes the barrenness of 
ponderous volumes on world trade which mention every commodity, 
industry, and country but lack any synthesis, and avoids the generally 
unjustified air of practicality of the texts which offer chapters on every- 
thing from marine insurance to export promotion. In the entire second 
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half of the book the student is subjected to a steady bombardment o: 
analysis against a background of fact which presents about as much of 
the theory of international trade as can readily be handled in the aver- 
age undergraduate first course in foreign trade. 

Parts I (“Introduction’’), II (“Historical Background”), and III 
(“Nineteenth Century Policy”) are adequate and not overlong. Part 
IV (“Industrial Foundations of Twentieth Century Commerce’’) is 
least successful. Here, in successive chapters (totaling over one-fourth 
of the book) on food and power resources and the major industries the 
author offers much sketchy enumeration reminiscent of compendiums 
on “World Trade.” There is virtually no attention to the organization 
of the industries (e.g., aluminum) or to the existence of price-control 
schemes (except in the case of rubber where the data are both obsolete 
and incorrect). There is no hint, for example (pp. 195-98), that the 
“main streams” of copper commerce have been sadly twisted by our 


excise tax. 

The remainder of the book (chaps. xxi-xxxix) is of distinctly high 
quality and gives proper emphasis to balance of payments structure 
(though the comparison with double-entry accounting is likely to con- 
fuse students), the mechanism of international adjustment, tariff struc- 
ture and principles, and—with satisfying thoroughness, considering the 
scope of the book—to the factors conditioning the commercial policies 


of the leading nations. At some points the reviewer would take issue. 
For example, in discussing the effects of exchange depreciation on 
foreign trade (pp. 417-20) the “export bounty” is emphasized to the 
exclusion of the possible indirect influence of a “devaluation-induced”’ 
domestic trade revival which may increase the purchasing power (at 
least temporarily) of paper standard countries vis-d-vis each other. 
Only piecemeal does the author provide any picture of the trends and 
composition of world-trade. But, as a whole, the book is to be wel- 
comed as the best general text in the field. 


FRANK A. SOUTHARD, JR. 
Cornell University 


Cases and Other Materials on Trade Regulation. By M1LtoN HANDLER. 
Chicago: Foundation Press, Inc., 1937. Pp. xxxv+1288. 
This recent addition to the “University Casebook Series’ testifies 
eloquently to the growth of realism in legal philosophy and legal 
education. In this branch of the law at least it is evident that the 
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instruction of legal apprentices has become more than a Procrustean 
effort to overcome the awkward anomaly of a simultaneous exercise in 
formal logic and rigorous discipline in the precedent-fetish. An effort 
is being made to restate law in terms of its functions and to test it in 
terms of the concrete results of its application. In this direction Pro- 
fessor Handler has made a significant contribution along a line which 
Kales marked out twenty years ago by chopping off sections of the 
traditional rubrics of contracts, torts, criminal law, and constitutional 
law to form a new branch of legal instruction. When five years later 
Oliphant grafted to this main stem of restraint of trade the scion of 
unfair competition, a sturdy, well-rooted stock was started which, 
properly, nurtured, was capable of bearing good fruit. McLaughlin’s, 
Oppenheim’s, and now Handler’s specimens all indicate that the new 
plant has had good care. It testifies to the excellent flavor of the fruit 
that in other vineyards experiments are going forward under the direc- 
tion of such workers as Swenson, Rohlfing, and Dykstra; we shall not 
say to imitate it, let us say to improve upon it." 

No one need be misled by the title of Professor Handler’s text. 
Though “trade regulation” is a broad term with as yet no technical 
meaning, it embraces much more than anti-trust policy (pp. 150-539) 
and the judicial and administrative regulation of competitive trade 


practices (pp. 540-1173), which together occupy something over 1,000 
of the 1,250 pages of text.? But in a bravely ventured introductory 
chapter on “Government and Business” the author casts a brief glance, 
at least, upon most of the phases of “trade regulation” by law into 


* Lest any invidious comparisons be inferred from the foregoing statement, it might 
be well to add that the political scientists and writers of professional business-school 
texts have a different approach and a different objective from the lawyers. Might 
one be excused for carrying the simile a stage farther and observing that the former 
are more interested in the grape juice which can be extracted from the fruit while the 
latter are more concerned with the grapes themselves? Of course the economists 
make a third distinct group—their viticultural interests are centered primarily in 
the ultimate wine! 

2 In this connection a suggestion might be advanced that a slight change in title 
of courses and texts in this field to indicate that the problems treated all center 
around market regulation would be advantageous. This would be in the interest of 
a more accurate definition of subject matter and at the same time might contribute 
to a fuller integration of the issues and policies covered. Bruce Wyman put the 
right foot forward a quarter-century ago. If two very important segments of the 
whole problem of industrial control on its legal side are to be excluded from the in- 
quiry—namely, corporation law and labor law—there seems to be no good reason 
for not making this clear. 
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which “he does not choose to run.”’ Thus the reader is forewarned of 
the restricted compass of the main body of the work, at the same time 
that he is enabled to gain some conception at least of how the subjects 
treated are oriented in relation to other branches of law and aspects of 
business. Furthermore, a long second chapter on “The Emergence of 
the Competitive System” and a final chapter in which is included 
a discussion of economic planning, the N.R.A., and brief sketches of 
three troubled industries help to give the student a somewhat broader 
perspective of the problem of the organization of industrial control 
than he would otherwise get. 

It should be added that the “materials” are by no means secondary 
in quality, or perhaps in quantity, to the “cases” in this volume. 
References to significant source materials are abundant and textual 
excerpts from secondary material have been selected with discrimina- 
tion. As not infrequently occurs, however, in texts which are essen- 
tially books of readings there are occasional sharp contradictions. 
Thus, to take a single example, it is stated on pages 383-84 that “when 
the business man has the power to affect industrial policy, he almost 
necessarily makes wrong industrial decisions The net effect of 
business control over industrial policy is, therefore, to aggravate any 
fluctuations in economic activity and prevent any necessary readjust- 
ments.” But on page 385 one is told (in an “editorial restatement”) 
that “if the stabilization of prices, the control of output, or the elimina- 
tion of competition by agreement or convention... . in particular 
industries . .. . operate in the interest of the greatest number, it is 
the statute [Sherman Act] rather than such cooperative endeavors 
which should be censured. Very little data are available on these ulti- 
mate issues.’”’ Which seems destined to leave most readers either be- 


wildered or incredulous. 
Myron W. WATKINS 


New York University 
The Reciprocal Trade Policy of the United States: A Study in Trade 

Philosophy. By Henry J. Tasca. Philadelphia: University of 

Pennsylvania Press, 1938. Pp. xiv+371. $3.50. 

This book is a thoroughly scholarly and excellent review of the 
new trade policy of the United States. It is based upon an exhaustive 
survey of available materials. It maintains an even balance between 
the one direction of its inquiry into trade or “market place” effects of 
the trade agreements themselves and the second direction—the im- 
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plications of the program for the restoration of a more desirable 
equilibrium in the world economy. The treatment from the American 
point of view serves to reflect the many obstacles to rapid progress 
toward “‘maximization of real income through an expansion of interna- 
tional division of labor” (p. vii). The writings of the advocates and 
administrators of the program have been given a generous interpreta- 
tion; but the reader will be inclined to be fully as generous in his con- 
clusions in view of the pressing difficulties that have been faced, 
difficulties which at first glance may seem not to be directly related toa 
given trade agreement but which are indissolubly connected with 
trade, such as currency policies, exchange controls, quotas, clearing 
agreements, administrative protectionism, and governmental trade 
monopolies. 

Dr. Tasca’s procedure is a functional one. But the larger orientation 
is that of considering American commercial policy in which reciprocal 
trade agreements are the formal implementation. His functional treat- 
ment reveals in detail the procedures by which the tariff-bargaining 
policy has been made to embrace formulas for the embodiment of a 
policy of economic liberalism in a world almost completely national- 
istic. In this functional treatment there are chapters on quotas, ex- 
change provisions, and administrative protectionism, although none on 
co-ordination of tariff policy with antimonopoly policy or on tariff 
policy in relation to general cyclical policies. Antimonopoly and cycli- 
cal aspects of tariff policy, of course, have more internal than external 
implications. This functional approach is explained by the practical 
difficulties of interpreting what is most-favored-nation policy in view 
of the existence of many nontariff controls. The adherence of the 
United States to the policy of equality of treatment rather than to 
policies involving bilateral balancing of trade with its attendant dis- 
crimination, Dr. Tasca credits to the desire to recognize “the basic 
multilateral character of international division of labor” (p. 150), 
rather than crediting it to the needs of the United States as evidenced 
by its world-trade position. The antagonistic policies of Europe and 
the United States—bilateralism with its necessary discrimination and 
“multilateralism” based upon equality of treatment, respectively— 
find superficial support at least in trade figures. On the trade accounts 
European countries have many more instances of passive trade bal- 
ances than is true in the case of the United States. The contrast is 
much less marked when, more properly, balance of payment rather 
than trade figures are considered (unless, of course, nontrade accounts 
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or activities are either nonindependent, or, as the result of some value- 
judgment, are considered of a lesser order of worth to a nation’s 
economy). But, of course, there may be substantial triangularity in 
the combined trade, service, and capital accounts, without any excess 
of imports or exports. 

Dr. Tasca points out that practically all the trade agreements were 
negotiated by early 1935 and that for two years no progress was made 
that could be measured in additional agreements except for the ex- 
ploratory work upon the forthcoming agreement with Great Britain. 
He reveals that the causes of the apparent stalemate have been as fol- 
lows: the need for exhaustive investigation, organization and meth- 
odological problems, the fear of unfavorable business reaction, the lack 
of public support, and the difficulties that result from the fact that 
there is always a second party to every agreement to be considered. 
That some fifteen agreements were negotiated in 1934 and 1935 (when, 
significantly, our own economic position was less favorable) reduces 
the force of the arguments of investigation and organization. The 
fear of unfavorable business reaction and lack of popular support indi- 
cates that the program is still considered a deterrent to, rather than as 
a measure for recovery. 

Dr. Tasca’s study, through its careful exposition of the administra- 
tive problems that have been faced and solved and through an objec- 
tive appraisal of results secured, effectively contributes to an under- 
standing that should serve to win more genuine support to the belief 
that progress can be made in face of what sometimes appear to be 
insurmountable difficulties. The presentation of the statistical results 
of the trade agreements already completed has been carefully and in- 


terestingly prepared. Artuur R. UpcREN 


University of Minnesota 


Assessment Principles and Terminology. By NATIONAL ASSOCIATION 
oF AssEssING OrFicers. Chicago, 1937. Pp. 166. $2.00. 

The significance of this volume is attributable primarily to the 
importance of the development of which its publication is a manifesta- 
tion and only secondarily to its contents. Unrest has been growing 
within the ranks of assessing officials, especially among the more 
competent and more alert members; there is a desire to raise the level 
of average performance of assessing work, to dispel the odor of graft 
and inefficiency that has at times and places been associated with the 
assessing fraternity, and to establish such operating standards, achieve- 
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ment norms, and esprit de corps as are prerequisite to the attainment by 
the group of genuine professional status. The issuance of Assessment 
Principles and Terminology is concrete evidence of serious purpose on 
the part of this assessor vanguard. 

The book consists of three parts. Part I, “Assessment Principles,” 
comprises eighty basic propositions relating to assessment organiza- 
tion, original assessment of real and personal property, and review and 
equalization. Each proposition is presented categorically in a single 
sentence, after which follows a brief statement calculated to explain 
and support it. No attempt is made to deal with the technical phases 
of assessing, or with the appraisal of special types of property. Part 
II, “Assessment Terminology,” presents definitions of over five 
hundred frequently used words and phrases, divided as between 
“General Terms” and “Architectural Terms.” Part III is a “Selected 
Bibliography,” with items arranged by subjects. 

This is not, nor was it intended to be, a glorified “assessor’s manual.” 
Neither does it seek to advance the frontiers of assessment knowledge. 
It is a summation of the ideas of mature students of assessment ad- 
ministration with respect to noncontroversial fundamentals, a “‘codifi- 
cation” of principles and practices of demonstrated merit. The as- 
sociation is saying, in effect: On these points we are agreed; by these 
standards will we gauge the activities of our members; to these levels 
will we seek to raise their performances. 

There is no question as to the salutary character of the announced 
objectives of the National Association of Assessing Officers. How rapid 
will be the advance toward these goals, and how much will this volume 
facilitate such advance? The reviewer is hopeful but ventures no 
prophecies. The book deserves careful consideration by state legis- 
lators who are responsible for keeping the statutory avenues open to 
assessment progress; indeed, it is in this connection that it may prove 


to be of greatest value. 
RICHARD W. NELSON 


United States Forest Service 
Washington, D.C. 


The New York Bond Market, 1920-1930. By Cuartes Cortez AB- 
Bott. (“Harvard Economic Studies,” Vol. LIX.) Cambridge: Har- 
vard University Press, 1937. Pp. xvii+224. $2.50. 

The present volume is a historical survey of the New York bond 
market from 1919 to 1930. Mr. Abbott claims no more and clearly 
states in his Introduction that “the occurrences dealt with here must 
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be looked upon primarily as matters of economic history 

thermore, many of the generalizations made in this study, many of the 
conclusions reached by it, give little direct aid in interpreting the cur- 
rent financial scene.” 

On reading the book one cannot help noticing the striking changes 
that have taken place during the past few years and how different the 
New York bond market of the thirties is from that of the twenties. 
In discussing the differences between short-term and long-term rates 
the author states that “the changes which banks make in the propor- 
tions of their long and short term investments, as one or the other be- 
comes more profitable, are, perhaps, the most important influence that 
harmonizes movements of short and long rates, although not the only 
one.” At present, discrepancy in the yield between short- and long- 
term obligations is greater than ever and the investment policies of 
the banks are less concerned with profits than with the possibility of 
drastic changes in the money market. Mr. Abbott’s discussion of the 
effects which an inflow of about $100,000,000 of gold in 1926 had on the 
bond market is so different from the « ‘ects of the movement of gold 
at present that it might have happened decades ago. 

The book is a concise history of the development in the bond market 
from 1919 to 1930, and describes all the important factors affecting the 
money market that occurred during each year. However, the study 
lays particular stress on details and fails to consider fully the more im- 
portant and fundamental developments that Lave taken place. Thus, 
for example, more space could have been devoted to the change in the 
policies of the banks and the increased importance of investments as 
compared with loans. More emphasis could also have been placed on 
the role which foreign securities played in the bond market as well as 
on the importance of the gold-exchange standard and its effects on 
interest rates. However, the author endeavors to sxetch briefly these 
problems in chapter x. 

The book has valuable data in the appendixes and a useful Bibliog- 
raphy. It is a valuable historical document and adds another volume 
to the numerous monographs dealing with the financial problems and 


developments of the twenties. 
M. NADLER 


Institute of International Finance 
New York City 
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